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DIRECT TESTIMONY OF
DR. DOUGLAS H. CARLISLE
FOR
THE OFFICE OF REGULATORY STAFF

DOCKET NO. 2013-199-WS

IN RE: APPLICATION OF UNITED UTILITY COMPANIES, INCORPORATED
FOR ADJUSTMENT OF RATES AND CHARGES AND MODIFICATIONS TO

CERTAIN TERMS AND CONDITIONS FOR THE PROVISION OF WATER AND

SEWER SERVICE

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING?
My purpose is to recommend the appropriate range for return on equity for United
Utility Companies, Inc. (“United” or “the Company”). | will present my conclusions and
their bases for the appropriate return on equity for United.
Q. WHAT STANDARDS GOVERN RATE OF RETURN?
The Supreme Court of the United States set standards in two landmark decisions.

In the first case, involving a water company, the Court declared:

A public utility is entitled to such rates as will permit it to earn a return on
the value of the property which it employs for the convenience of the
public equal to that generally being made at the same time and in the same
general part of the country on investments in other business undertakings
which are attended by corresponding risks and uncertainties; but it has no
constitutional right to profits such as are realized or anticipated in highly
profitable enterprises or speculative ventures. The return should be
reasonably sufficient to assure confidence in the financial soundness of the
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utility and should be adequate, under efficient and economical
management, to maintain and support its credit and enable it to raise the
money necessary for the proper discharge of its duties.*

This decision, the Bluefield decision was later reinforced by the decision in

another case, Federal Power Commission v. Hope Natural Gas Company:

[T]he fixing of “just and reasonable” rates, involves a balancing of the
investor and consumer interests.... From the investor or company point of
view it is important that there be enough revenue not only for operating
expenses but also for the capital cost of the business. These include
service on the debt and dividends on the stock..... By that standard the
return to the equity owner should be commensurate with returns on
investments in other enterprises having corresponding risks. That return,
moreover, should be sufficient to assure confidence in the financial
integrity of the enterprise, so as to maintain its credit and attract capital.?
DOES UNITED HAVE TRADED COMMON STOCK?
No, its stock is entirely held by Utilities, Inc. of Northbrook, Illinois, which also
has no publicly traded stock. Utilities, Inc. was purchased by Corix Utilities in 2012,
Corix is owned by the British Columbia Investment Management Corporation.
IF NEITHER THE COMPANY NOR ITS PARENT HAS TRADED STOCK, HOW
DID YOU PERFORM YOUR ANALYSIS TO RECOMMEND A RETURN ON
EQUITY?
To develop a fair rate of return recommendation for United, | evaluated the return
requirements of investors on the common stock of two groups of publicly held water and

sewerage service companies. | then applied to these two groups two well-known and

generally accepted methods for determining a recommended return on equity, the

! Bluefield Water Works & Improvement Company. v. Public Service Commission of West Virginia, 262 U.S. 679,
692-3 (1923).
2 Federal Power Commission v. Hope Natural Gas Company, 320 U.S. 591, 603 (1944).
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Discounted Cash Flow (“DCF”) Model, Comparable Earnings Model (“CEM”), and
Capital Asset Pricing (“CAP-M”) Methods.
WHY DID YOU EXAMINE DATA ON COMPANIES WITH TRADED STOCK?

First, United has asked to be treated as a publicly traded company by applying for
a rate-based return-on-equity proceeding. Second, publicly traded water utilities are,
after all, in the same line of business as United and so share similar risks. Third, data is
far more readily available about publicly traded companies, so it is practical to use them.
HOW DID YOU SELECT THESE COMPANIES AND GROUPS?

For my DCF analysis | selected those companies classified as “water utilities” by
Value Line or by Yahoo! Finance that engage in water distribution to customers and
obtain most of their revenues from utility services. For my CEM analysis | selected
companies with comparable ’s to those of the companies in my DCF Proxy Group.
WHAT CAPITAL STRUCTURE DID YOU USE FOR YOUR ANALYSIS OF
UNITED?

| used the structure in Ms. Pauline Ahern’s testimony at Exhibit PMA-1,
Schedule 1, but not the cost rates. The Company’s debt is higher than it would appear at
first glance. The reason for this is Utilities, Inc.’s interest-only borrowing. Effectively,
interest has been accumulating and will form a new basis to be repaid, so it acts like

principle. 1 will discuss the ramifications of the interest-only loan later in my testimony.

WHAT IS THE MOST IMPORTANT OVERALL CONSIDERATION IN
DETERMINING AN APPROPRIATE RETURN ON EQUITY?
Determining comparability is the most important consideration. Under the

Comparable Earnings Model, which | use, there is a set of assumptions about production



Direct Testimony of Dr. Douglas H. Carlisle Docket No. 2013-199-WS United Utility Companies, Incorporated

September 30, 2013 Page 4 of 15

10

11

12

13

14

15

16

17

18

19

20

21

22

23

and capital inputs. Under all other models, there are various assumptions about risk and
these models all focus on adjusting risk to ascertain what companies are comparable to a
regulated utility. As a preliminary step, each of these risk-adjustment models identifies
some benchmark or standard reasoned to be central to investors’ choices. For example,
under the DCF, the stream of benefits or cash-flow from dividends, is central. Under the
CAP-M, the Risk-Free Rate (“R¢”) takes center stage. | will discuss these methods in
more detail individually, later in my testimony.

WHAT IS THE ROLE THAT ASSESSING RISK PLAYS IN ESTIMATING A
FAIR RETURN FOR UNITED?

For any regulated utility, one must determine the risks that the company faces in
order to estimate a fair return. An appropriate return reflects the return investors require
to incur the risk that they face. Economic principles dictate that the higher the risk, the
higher the expected return. So too, the lower the risk, the lower the required return. A
fair return, then, compensates investors proportionately to the risk they face. A fair
return balances investors’ and customers’ interests. Too high a return places a burden on
customers and over-rewards investors. Too low a return places too high a burden on the

utility.

DCF Analysis

WHAT IS THE BASIS FOR THE DCF MODEL?

This model’s basic premise is that investors value stocks based on the stream of
cash flows they can enjoy for the indefinite future and that the only certain flow of cash is
the value of dividends received. The DCF is a perpetuity, so cash must flow indefinitely;

therefore, in the long run, dividend growth cannot exceed company growth. If dividends
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grew faster than the underlying company growth, the dividend would eventually become
unsustainable and the model’s basic assumptions would be violated. The growth in
dividends, therefore, cannot exceed the growth in earnings. In fact, all indicators of
growth must, in the long run, grow at rates compatible with each other. The DCF model
is expressed by this formula:

K= D1/Po +0;

where K = cost of equity capital (ROE); D, = current yearly Dividends per Share

(“DPS”); Po = purchase price; and g = growth.

HOW DO YOU TAKE INTO ACCOUNT THE ASSUMPTIONS ABOUT
GROWTH IN YOUR ANALYSIS?

There are several steps for applying the assumptions of the DCF Model. Each
strategy, in logical order, points to the next.

First, the DCF is a long-term model, so some temporary departures from a
straight-line estimate of ROE are to be expected. This reasoning implies that having
several indicators of growth is better than having just one. My analysis uses four
indicators: 1) Earnings per Share (“EPS”) (Exhibit DHC-2); 2) Book Value per Share
(“BVPS”) (Exhibit DHC-3); 3) Revenue or Earnings (Exhibit DHC-4); and, 4) Dividends
per Share (Exhibit DHC-5).

Second, my analysis adheres to a steady-state model by using several periods to
calculate historical trends and to dampen any temporary divergences. This method
provides a more reliable guide to long-term growth. For that reason, | have used three-
five- and ten-year averages/means and medians. This approach lessens the impact of any

transient phenomena. Such reasoning appeals to common sense. For example, an
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investor would need some convincing evidence to believe that a company whose earnings
and book value having been growing at 5% would suddenly grow at 25%. On the other
hand, true departures from the trend have to be recognized.

Third, my approach recognizes the importance of analysts’ opinions. Although it
might seem that analysts make their living discovering new trends or departures from old
ones, their predictions also moderate analyses based strictly on historical data and add
some balance to the estimation of growth. Investors know about analysts and may

consult them and be influenced by estimates.

HOW DOES YOUR DCF ANALYSIS CONFORM TO THE MODEL WITH
REGARD TO THE OTHER TERMS OF THE BASIC DCF EQUATION?A.

The term, D1/Py finds a simple expression as Dividend Yield. A very narrow
interpretation of the formula would insist upon using a price from the previous year and
determining the yearly dividend paid as of a year later. Investors know about companies’
history of dividend increases, however, and they expect increases if a company has a
history of increasing dividends. Companies announce their intention to maintain or
increase their dividends during the year and price data tends to be an average of prices
over time (as in Exhibit DHC-9), so the current dividend yield reflects what has happened
leading up to the current moment. Thus the problem with the dividend yield is not
knowing what it is at a given moment, but rather that investors expect it to grow. Since
investors know that any given company may announce an increase in its dividend in the
upcoming twelve months after the dividend yield information is available, a simple
convention to recognize such possible increases is to multiply the yield by half-again the

growth rate, producing this modified equation:
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K = ([D1/Po]*(1+(*29)]) + @

While this equation may seem to violate the assumptions of the DCF by having
dividends outpace growth or by restricting dividends to a growth rate below companies’
growth rates, in fact it is consistent with the model. Expectations of growth are simply
applied to dividend yield in this equation. Dividend yield is brought into balance with
growth, because expectations are incorporated into both parts. The difference between
how expectations are incorporated is that, for growth, they are incorporated in the
development of the “g” number, whereas, in the dividend yield, they are incorporated in
the equation itself.

WHAT DOES YOUR DCF ANALYSIS INDICATE?

My DCF analysis indicates that the appropriate ROE for the Company is 9.60%.
This number came partly from increased future dividends and dividend yields, partly
pushed by changes in capital gains but was also came from the steady rate of increase and
forecasted rates of increase in Sales, BVPS, and EPS (Exhibit DHC-6).

As discussed earlier, the effect of using multiple periods dampens the recent
three-year trend EPS, which would have produced excessively high ROE’s, had it been
used alone. The long-term growth is slower than the short-term growth. The latter shows
a sudden jump, and the median result shows that the greatest jumps came from the larger
companies. The two largest companies, American States Water and American Water
Works, had the highest gains in EPS, followed by SJW Corporation and another large

company, Aqua America. All of these EPS results are shown at Exhibit DHC-2, p.2 of 3.
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CEM Analysis

Q. WHAT THE BASIC PREMISE OF THE CEM?

A. This Model focuses on the costs of goods and services that generate earnings. For
this reason, CEM analyses look at changes in book value. Changes in book value
indicate a greater capacity to produce.

Q. WHAT ARE THE MAJOR CONSIDERATIONS IN IMPLEMENTING THE CEM
AND HOW DID YOU ADDRESS THEM?

A. The Model does not indicate a single approach to ascertaining what is comparable

and so analyses often look at great quantities of data over long periods of time. Analyses
may use whole sectors of the economy, several sectors of the economy, or even stock
indices and show several decades of results. While such approaches mitigate threats to
the Model there is no single standard for comparability and so conclusions from the data
tend to be judgmental. Although there is nothing wrong with applying judgment to
interpret results, | have elected to use a more formulaic approach in order to make my
analysis more transparent.

The standard | used to select comparable stocks was the range of § that Value
Line provides for the companies in my DCF Proxy Group. Leaving aside academic
arguments about its predictive value,  has intuitive appeal because stocks whose prices
vary in the same manner as those of traded water and water and sewer companies
probably have something in common with regard to their earning capacity. To further
ensure comparability, | selected only stocks whose B’s for ten years did not stray very far

out of the range of my DCF Proxy Group’s. This approach produced a CEM Proxy
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Group that was fairly large — having 137 companies — and that covered several market
sectors (Exhibit DCH-13).

HOW DID YOU APPLY YOUR RATIONALE AND PRECAUTIONS WITH
REGARD TO THE CEM?

I determined the B’s of the utility companies stocks composing my DCF Proxy
Group (Exhibit DHC-7). | then used Value Line’s database to select companies whose
B’s fell within this range and eliminated companies in the financial services sector.
Removing financial companies was an application of judgment based on my conclusion
that such companies would either lag the overall market or enjoy large rebounds due to
the large role the financial sector played in the recession from which our country is still
recovering. Either lagging or surpassing otherwise comparable companies would make
the financial companies atypical and reduce comparability.

Having obtained a variety of companies with comparable 3’s, I examined the ten-
year B-ranges of the companies. Since the overall market has a B of “1,” it is logical that
the CEM Proxy Group should not contain any companies that were as risky as the overall
market, so | eliminated any companies that had reached that level, which is .15 above the
highest company in my DCF Proxy Group (Exhibit DHC-7). | placed a ten-year B-floor
of less than .15 below the lowest company in my DCF Proxy Group. The selection
procedures produced a CEM Proxy Group of 137 companies with many different lines of

business among them.
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Q.

WHAT INFORMATION ABOUT THESE CEM PROXY GROUP COMPANIES
DID YOU OBTAIN?

| obtained the ten-year book value growth for each company and the Value Line
projected book value growth. | then calculated my CEM results from this group, using
several different procedures.

WHAT WERE THESE PROCEDURES AND WHY DID YOU TO USE SEVERAL
PROCEDURES?

I first calculated the simple average or mean book value growth of the CEM
Proxy Group, but | was aware that a few companies had rather extreme values. As a
precaution against allowing a few companies to exert too much influence the calculation,
I included the median of the values and then calculated the average of the mean and
median growth in book value, for the historical ten-year period and for the predicted
growth (Exhibit DHC-13).

As a defense against variation in book value growth among different levels of f, I
divided the CEM Proxy Group into different 3-ranges — stratifying the Group — by taking
the mean and median of each range and then averaging the ranges. | averaged the
stratified and unstratified results. To reflect the distribution of B’s within the DCF Proxy
Group, | weighted the stratified results. | averaged this result with the previous result.

The average of the historical and projected book value results is a 10.174%
growth in book value. The average of the stratified historical and projected book value
results is 9.713%. These two results averaged together yield 9.943%. The average of the
weighted stratified calculation was 9.262%. Averaging this number with 9.943%

produces 9.603%, which is my CEM result (Exhibit DHC-13, p. 5 of 5). It should be
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noted that stratification receives more emphasis using my procedure as a means of
ensuring comparability with water companies with traded stock.

IS THIS METHODOLOGY BASED MOSTLY ON STRESSING THE
IMPORTANCE OF p?

No. Although B plays a major role in the analysis, the CEM Proxy Group
contains a very wide diversity of companies, from IBM to PetSmart, from Microsoft to
Johnson & Johnson. The CEM is influenced by several sectors of business, each with its
own characteristics apart from how its stocks co-vary with the market. Furthermore, this
methodology stresses book value growth, as opposed to dividends or the hurdle- or

risk-free-rate .

CAP-M Analysis

WHAT IS THE BASIC PREMISE OF THE CAP-M?

This model assumes that there is a knowable R, Market Rate of Return (“Rn”),
and Equity Risk Premium (“ERP”). In this respect, it belongs to a family of models and
methods for which a risk premium is central. The CAP-M uses the 3 statistic to adjust
the ERP for the risk of particular companies, sectors, or even portions of companies.

HOW IS THE PREMISE REALIZED IN CAP-M ANALYSIS?

At the basic, general level, CAP-M uses the following formula:

K=R¢+ (B * (Rm - Ry)),

Where K is ROE and the other notations are those | have discussed. The innermost
parentheses contain the ERP, which is adjusted for risk by B, with the assumption that all

risks not captured by B can be diversified away.
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Q.

WHAT ARE SOME OF THE ISSUES SURROUNDING THE CAP-M AND ITS
APPLICATION?

There have been debates about whether B properly measures systematic risk, with
some researchers finding that it does not and others finding that it does. Some people
have taken issue with whether B should be adjusted, which is not an issue with my
analysis, since | use Value Line’s adjusted B’s. Another set of issues turns on whether
the Ry, is properly measured by the source, SBBI (a.k.a. “the Ibbotson book’) or whether
different periods of time should be used. Within that debate is another one on whether to
use the arithmetic mean (“simple average”) or the geometric mean (or “compound annual
growth rate”). | use the latter because it reflects the long-term returns that stocks could
actually have brought an investor.

Although those are the prominent debates, there is another issue concerning the
third term of the CAP-M equation, Rs. Although one could argue about whether highly
rated corporate bonds are truly risk-free or whether one should use longer- or
shorter-term Treasury securities, such discussions are completely overshadowed by the
question of whether actions by the Federal Reserve Board have masked or distorted

market forces in such a way or in such a degree that the R¢ has been unknowable.

DO YOU BELIEVE THAT THE ISSUE WITH THE Rt IN THE CAP-M HAS
BEEN OVERCOME?

While it may have been a concern when the Federal Reserve initiated its “Twist”
policy of buying long-term Treasury securities, | believe that this concern is rapidly
disappearing. My reasoning is twofold. First, there are clear signs that the Federal

Reserve’s policy is coming to an end, albeit a very gradual one, and there are definite
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market responses anticipating the end of the policy. Second, it is possible that the policy
will end sooner for longer-term securities than for shorter-term ones. This second reason
is that the “Twist” policy came about later than the initial intervention and the market has
already anticipated an exit from it as demonstrated by the increasing steepness of the
yield curve (see Exhibit DHC-11). Since | consider the CAP-M to be more accurate
either when there is notable interaction between idiosyncratic risk and B° or in the
long-run®, recent reactions to the mere possibility of a slowing of Federal Reserve
purchases, sometimes called the “taper,” indicate that it is not too soon to use the CAP-M
again.

All professional economists who were polled by Blue Chip responded that they
thought the Taper would begin this year®. In other words, almost all of the economists
thought that Quantitative Easing — the Federal Reserve’s purchasing of $85 billion per
month in Treasury and mortgage-backed securities — would begin to end this year. A
decrease in purchases of Treasury securities by the Federal Reserve will decrease their
price and increase their interest rates. With higher governmental rates, the hurdle that
corporate bonds will have to clear in order to attract investors will be higher, so it is
likely corporate bond rates will rise, too. For the CAP-M, the effect upon Treasury
securities is the more important and more direct effect of the termination of Federal
Reserve policy. Market forces will once again set the Ry, and we will have a good idea of
what the ERP is. In fact, the interest rates of Treasury bonds are already starting rise,

which indicates that the market is “pricing in” this upcoming change.

% “Beta Is Still Useful!” a paper byYexiao Xu and Yihua Zhao, School of Management, The University of Texas at
Dallas, November 2011 revision.

* Ravi Jagannathan and Ellen R. McGrattan, “The CAPM Debate,” Federal Reserve Bank of Minneapolis Quarterly
Review, Vol. 19, No. 4, fall 1995, pp. 2-17.

® Blue Chip Financial Forecasts, Vol. 32, No.8, August 1, 2013, p.14.
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Q.

A

HOW DID YOU PERFORM YOUR CAP-M?

For the R¢ | used the projected 30-year Treasury bond yield, using a projection
from a poll of economists conducted by Blue Chip™. This consensus forecast looks 18
months into the future. It is currently 4.1% (Exhibit DHC-8). For the Ry, | used the

compound average growth rate for stocks as published in Stocks, Bonds, Bills and

Inflation, 2013. | averaged the returns for the deciles of company size and obtained an

average (geometric mean or compound annual growth rate) of 11.1% (Exhibit DHC-8).
The ERP is the difference of these two numbers, or 7.0%. The average B for the water
companies in my DCF Proxy Group is 0.68. When one multiplies 7.0% by 0.68, the
result is 4.76%, which is the risk-adjusted ERP. This step is necessary because not all
equities are equally risky, so it is necessary to take into account how they vary with other
equities, which is what f measures. The calculation shows that a company comparable to

United should receive 4.76% above the Ry, which is 8.86% (Exhibit DHC-8).

Conclusion

Q.

WHAT IS THE RANGE OF YOUR RESULTS?

The top of my range is 9.60%, my CEM and DCF results rounded to the second
percentile decimal, and the bottom of my range is 8.86%, my CAP-M result.
DO YOU HAVE A RECOMMENDATION WITHIN YOUR RANGE, BASED ON
ANY SPECIAL CONSIDERATIONS THAT YOU BELIEVE APPROPRIATE
FOR EVALUATING YOUR RANGE?

I suggest that more weight be placed on the bottom end of the range. The parent
company undertook an expensive form of debt at rates that were above the market at the

time the debt was incurred and has shown no inclination to dilute that expensive rate.
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Utilities, Inc. cannot escape the debt by paying off earlier without being required to make
the lenders whole immediately and it has chosen to make significant payments by having
an interest-only phase of the loan. Undoubtedly, some portion of what the Company’s
customers pay in their bills goes to pay the excessive interest incurred by the parent
company. Since the risk posed by this high rate did not arise because of any actions of
United, United’s customers should not have to pay for it. Accordingly, | recommend the
lower end of my range.

DOES THIS CONCLUDE YOUR TESTIMONY?

Yes, it does.
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Office of Regulatory Staff
Economic Overview

United Utility Companies, Inc.
Docket #2013-199-WS

A Review of Some Major Events of the Recession and Recovery

Over the past five-and-a-half years, the United States has experienced dramatic economic
changes. The landmark for these changes was the March 2008 insolvency of Bear Stearns. The firm’s
hedge funds held subprime mortgages with large losses, leading to its sale to J, P. Morgan Chase. The
trouble spread to major Wall Street firms that had loaned money on the basis of assets that turned out to
be worth less than thought. Falling prices of houses and equities reduced the wealth of households and
created uncertainty about the economy. The S&P 500 Index fell as much as 50% during 2008 and
housing prices fell [3% in the twelve-month run-up to the recession. A large number of banks and other
financial institutions had balance sheets that were suddenly deemed untrustworthy because they reflected
holdings of securities whose underlying value was tied to houses purchased with nontraditional
mortgages. The best known example of the sudden collapse in trust is the bankruptcy of Lehman
Brothers on September 5, 2008, the largest bankruptcy filing in U.S. history, with Lehman holding over

$600 billion in assets. '

When falling housing prices led to defaults and foreclosures, the value of corporate assets
suffered. Moreover, some financial instruments, such as credit default swaps, greatly magnified the
effects of declining value. Fannie Mae lost $29 Billion on Write-Downs. The Federal Reserve

announced that it planned to buy up $600 billion in debt and mortgage-backed securities from Fannie

! »i ehman folds with record 5613 billion debt". Marketwatch, 2008-09-15.
http:/fwww.marketwatch.com/news/story/story.aspx?guid={2FESAC05-597A-4E71-A2D5-

SBIFCC290520]&siteid=rss. Retrieved on 2008-09-15.
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Mae, Freddie Mac and Ginnie Mae, the three government-sponsored finance firms established to promote

home ownership.

As a result of steep drops in the value of assets and a dramatic drop in the willingness to lend, the
Federal Reserve began a series of cuts in the Federal Funds Rate, the rate at which it lends banks money,
starting with a half percent cut to 5.75% on August 16, 2007 and culminating in a drop on December 16,
2008 to a range between 0.0% and 0.25%. On November 10, 2008, the US Treasury announced
investment of 40 billion dollars in preferred stock of AlG. In the First Quarter of 2009, the Federal

Reserve purchased $1.25 trillion in mortgage-backed securities and $200 billion in agency debt.

On March 18, 2009, the Federal Reserve announced plans to purchase up to $300 billion of
longer-term Treasury securities. On June 24, 2009, it reiterated its plans to buy Treasury securities,
Because the Federal Reserve had set rates near zero already, it could not cut them much, If there were
deflation, real interest rates would rise, so its latest move circumvented the limitations of interest-rate
policy by injecting liquidity directly into the monelary system through a variety of devices but especially

through special credit facilities.’

The Federal Reserve’s special programs were designed to ease credit in the face of illiquidity
arising from the credit crisis that was both cause and result of the recession. Two measures of illiquidity,
the “TED Spread” and the “OIS-LIBOR Spread™ had widened dramatically (see Exhibits DHC-1a). The

former is the difference between the Three-Month U.S. Treasury Bill rate and the London Interbank

% Most of the rest of the above discussion comes from these sources:
Federal Reserve Bank of 5t. Louis: January 2009 “Man the Lifeboats!” By Kevin L. Kliesen; and,

“The Global Economic & Financial Crisis: A Timeline,” Mauro F. Guillén Director of the Lauder Institute, Wharton
School, University of Pennsylvania [no date; see:

http://lauder.wharton.upenn.edu/pages/pdf/class info/Chronology Economic_Financial Crisis.pdf]
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Offered Rate (“LIBOR™).> The latter is the difference between the Overnight Indexed Swap (*OIS") and
LIBOR (see Exhibit DHC-1b). Both of these indicators shot up during the credit crisis, but returned to
near-normal levels. As a result of the return to a more normal credit situation, the Federal Reserve let

these special facilities lapse.’

As some measure of confidence returned among financial institutions, lingering distrust and the
prospect of deflation led the Federal Reserve to begin its “Quantitative Easing” (“QE") policies in late
2008. Under these policies, the Federal Reserve sought to overcome the “Zero Bound” problem: the
inability to lower interest rates below zero. By buying US Treasury securities, the QE policies effectively
lowered interest rates below zero in order to avoid deflation, economic stagnation or decline, and to
stimulate the economy. Part of this effort involved a shift into Treasury bonds away from shorter-term
instruments, a policy partly begun in the second stage of QE. The policy, known as the “Twist,” involved
the Federal Reserve’s getting out of shorter term Treasuries and into Longer-Term Treasuries in order to
stimulate lending in capital projects. As there have been indications that the Federal Reserve is about to
slow its purchases of Treasury securities, interest rates have increased. At the same time, additional
financial pressure has been placed on companies by recent changes in tax law, which increases the capital
gains tax on stock dividends and therefore the need for companies to increase their dividend yields.
Nonetheless, as GDP continues to grow and unemployment declines very slowly, the very slowness of

recovery from the recession five years ago should help companies with reliable growth.

Currently, the Federal Reserve remains on course, instructing the Federal Reserve Bank of New
York to purchase $85 billion per month, divided between mortgage-backed securities and longer-term

Treasury securities. In July, the Federal Reserve’s Open-Market Committee maintained a target inflation

* It used to be the difference between the Euro-Doliar futures contract and the Three-Month U.S. Treasury Bill
rate, thence the name “TED" {*Treasury/Eurodollar’}
* Federal Reserve Statement, January 2009:

http://federalreserve.gov/newsevents/press/monetary/20090128a.htm
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rate of no more than 2% and the target unemployment rate of 6.5%.° Leading up to this meeting there

was some pulling back in stock values, tracked by the Federal Reserve itself:

Stock Market, Selected Statistics (1.36) 6

Oct Nov Dec Jan Feb Mar Apr May Jun

LOL 2010 | 2011 | 2012 | o005 2012 | 2012 2013 2013 | 2013 | 2013 | 2013 | 2013

Prices and trading volume (averages of daily figures)

Commen stock

pricas (indexes)

New York Stock
1 Exchange (Dec. 723354 | 788245  8,00824 820587 | 8,120.80 836774 | 875089  8,88897 | 003820 | 009221 944035 BI04W
1, 1065=50)

Standard &

2 Poor's
Corporation
{1841-1943=10)!

113997 | 126764 | 1,370.358 | 143782 | 130451 142229 | 1,480.40 | 151231 | 1,850.83 + 57070 | 163884 | 181877

American Stock
3 Exchange (Aug. 183878 | 228519 | 237755 | 243050 | 237038 | 237490 229922 | 239241 240179 | 237781 | 24210 | 231108
31, 1973 = 50)

* Minutes of the Federal Open Market Committee, July 30-31, 2013. See:
http://www.federalreserve.gov/monetarypolicy/fomcminutes20130731.htm

¢ http://www.federalreserve.gov/econresdata/releases/stockstats/current.htm
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Anxiety about “tapering,” led to reactions such as this one reported in Bloomberg/Business
Week: “U.S. stocks fell, giving the Dow Jones Industrial Average its longest slump in 13 months, as
minutes of the Federal Reserve's July meeting showed officials support stimulus cuts this year if the
economy improves.”” The market is beginning to react and to place prices on the consequences of
gradual Federal Reserve withdrawal from its current policies. While the Federal Reserve may not initiate
the Taper on any set schedule, there is little doubt that the change is coming and investors in the stock

market believe it is coming.

! Bloomberg News, “U.5. Stocks Fall as Fed Minutes Show Support for Tapering,” by Lu Wang and Alex Barinka
August 21, 2013. http://www.businessweek.com/news/2013-08-21/u-dot-s-dot-stock-index-futures-decline-
before-federal-reserve-minutes
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United Utility Companies, {nc. Docket #2013-199-Ws Exhibit DHC-9

Page 10f 10
RECENT TRAILING RELATIVE DIVD 0/
ARTESIAN RES CORP NDQ--ARTNA PRICE 22.30 PIE RATIO 21 .4 P RATIO 1 .1 3 Yo 3.7 0
22.82 2233 7 2067 1931 1873 19.5¢ 1999 24 43 2175 High
S 17.20 17 80 18 26 11.00 12.81 16.4] 1516 10.20 2152 { Low
PERFORMANCE 3 a LEGENDS i
3 e — 12 Mos blov g : Gy pelanite edlieegueliatn e "
) . e
Technical Average 31002 aplt 108 trang i Tt 7 | e
SAFETY 2 e |5t inisis ocees
BETA .60 {1.00 = Market} Trekera, e .. 8
. 8 P i : . v . 'll . i__ - ¢ 5
H o ; e, — Ve s - . 4
Financlal Strength 8 . 3
Price Stabllity 100 1 . z
Price Growth Persistence 40 ' i
" 450
Eamings Predictability 85 R b irer - FJ----- T \rI L PN S
PPTTFPPON OYPPPET) (1T TYPTY 1L TETI 14 2t evii ) O LUORALY QAT LSRR AL SR s
© VALUE LINE PUBLISHING LLC| 2005 2006 2007 2008 | 2008 2010 2011 2012 2013 2014/2015
SALES PER SH 7.52 177 7.20 7.59 | 811 B48 | 7.56 810 | -
“CASH FLOW™ PER SH 1.56 175 1.57 1.65 1.84 192 | 164 204 - i
EARNINGS PER 5H 81 97 80 .86 o7 100 | .83 113 1.07A8 1.24/NA
DIV'DS DECL'D PER SH .58 61 £6 4l 72 .75 .76 79 -
CAP'L SPENDING PER SH 335 508 366 ! 6.09 232 2.57 183 236 -
800K VALUE PER SH 9.60 1015 11.66 | 11.88 12.15 12.44 13.12 13.57 -
COMMON SHS QUTST'G [MILL) 6.02 6.09 730 | 7.40 7.51 7.65 61 8.71 -
AVG ANN'L PiE RATIO 24.2 203 215 201 16.4 18.2 225 183 20.8 18.0/NA
RELATIVE P/E RATIO 1.28 110 1.4 .21 1.08 1.16 1.4 117 -
AVG ANN'L DIV'D YIELD 2.9% 1% | 3.4% 4.1% 4.5% 4.1% 4.1% 3.8% - =
SALES (SMILL) 453 473 | 525 56.2 609 649 651 706 - Bold figures
OPERATING MARGIN 100.0% 456% | 456% 45.1% 46.9% 46.5% 45 5% 48.7% . _ areconsensus
DEPRECIATION [SMILL) 44 48 52 58 66 7.0 74 79 - | earnings
NET PROFTT (SMILL) 5.0 6.1 6.3 6.4 7.3 7.6 6.7 98 - astimates
INCOME TAX RATE 335% 39.0% 398% 40.8% 401% | 400% 40.8% 402% - | and, using the
| NET PROFIT MARGIN 1.1% 12.8% 11.9% 11.4% 1M8% | 11.7% 10.4% 14 0% - recent prices,
WORKING CAP'L ($MILL}) di.8 da g 25 d209 d23.3 d27.9 dild CIRIC I P/E ratios,
LONG-FERM DEBT {$MILL) 924 921 81.8 1076 | 1080 105.1 108.5 106 3 -
SHR. EQUITY {SMILL} 57.8 61.5 85.1 878 | 912 851 | 1130 118.2 -
RETURN ON TOTAL CAP'L 5§3% 58% 53% 47% | 5.2% 5.6% 4.6% 59% -
RETURN ON SHR, EQUITY 87% 8.8% T A% 7.3% B.0% B.0% 6.0% | 8§.3% -
RETAINED TO COM EQ 27% 3.8% 2.1% 1.4% 21% 2.0% 5% } 2.5% -
ALL Div'DS TO NET PROF 69% 61% 1% | B1% 4% 75% 2% 70% -
ANa. of analysts changing eam. @st. in fast § days: 0 up, O down, E.yoar eamings growth noi avadable. BBased upon 4 analysts’ estimales. °Bam upon 4 enalysls’ estimales.
(LT asseTsgmiy  an aw wwm |- INDUSTRY:WaterUtilty —
of change (per share) 5Yrs. 1YL | Cash Assats 3 ¥ 3 y
_sg'ﬂh Flow 15& 2:-32 Receivables 85 87 99 | BUSINESS: Anesian Resources Corporation, through its
Ea::ingsm gg% 36 0% g‘;’“l"‘)‘ ;: ;; ;*1" subsidiaries, provides water, wastewater, and other services
Dividends 45% 40% CU:;M Assels T3 135 1o | o the Delmarva Peninsula. It distributes and sells water to
Book Value 4.5% 5% ’ ' " | residential, commercial, industrial, municipal, end utility
Fiscal | QUARTERLY SALES {$mill) | Fun Prn:eﬂy..Planl customers in the states of Delaware, Maryland, and Penn-
Year | 10 20 32 4Q |Year E“Bfﬁ.ﬂ'c?.;’;n 43;2 4:‘;; -- | sylvania. The company also offers water for public and
123%31] 148 165 171 161 |65 | Net Propenty %76 3706 ap2s | pnvate _Fgre prptcctlor! to customers 1n Its service terrtonies.
123112) 167 179 180 170 [706 | Other _18 _18 76 | In addition, it provides contract water and wastewater
122113 163 { Total Assels 787 37 3931 | services, water and sewer service line protecticn plans, and
1231114 | wastewater management services, as well as design, con-
Fiscal EARNINGS PER SHARE | Ful A“;g“;,':“af‘g’“‘“"' s 35 «7 | struction, and engineering services. As of December 31,
Yaar | 1@ 20 30 40 |Yesr| peoypue 198 128 117 | 2012, the company served approximately 79,000 metered
1210 22 24 38 16 |1p0] Cther 81 _848 8.5 | water customers through 1,162 miles of transmission and
23] 4 21 26 20 | 83 | CumentLisb 247 248 245 | distribution mains. Has 229 employees. Chaitman, C.E.O.
123120 28 32 B 20 |13 & President: Dian C. Taylor. Address: 664 Churchmans Rd,,
v 9 2t M 7 Newark, DE 19702. Tel.: (302) 453-6900. Intemet:
it Lﬂrf;ﬁRanI%EBT AND EQuITY hitp:/iwww.artesianwater.com.
Cal. | QUARTERLY DVIDENDS PAID | Full
sndar | 1@ 2@ 3Q  4Q |Year| Toqal nu;: $117.7 mill, Dus In 5 Yrs. NA
LT Deabt $106.0 mill.
010 | 187 188 188 B8 |75 | L e, Leases NA
2011 | 19 49 g A9 | .76 (47% ol Cap) JV
2012 | 190 198 198 203 |.79 | Lyages, Uncaphalized Annual rentals N »
2003 | 200 206 - July 19, 2013
Pension Liability 5.4 mil in 12 v3. 3.5 mdl.in ‘11
INSTITUTIONAL DECISIONS TOTAL SHAREHOLDER RETURN
12 4Q'12 1Q'13 | Pid Steck Nene Pfd Div'd Paid None Dividends plus sppreciation as of 6/30/2013
:: ::: :; :: gé Commen Stock 8,740,479 sharas $3% of Cao] 3 Mos. 6 Mos. 1Y 3Yrs, 5 Yrs.
Hid's(000) 3021 3062 3036 il i 005% 1.45% 7.22% 35.71% 48 95%
2013 Value Line Factual material i obtained from believed Lo be reliable and withaut warraniies. of sny kind. 1
THE PUBLSHER 5 MO SPONSIB roumvznnonsonumss?onsnmmnf"ﬂ et ity et el To subscribe call 1-800-833-0046.

o i may be reoduced, ¥tted in any printed, ok other kb, or for generating of marketing any printed o elecvonic pubication, service of product,
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RECENT PE (mswm IRELATIVE oD 0
YORK WATER woo.voaw 19,74 M 25.3 (ke BT 144000 2,8%
High:| 134 135| 140| 179| 210] 185] 5] 160 180] 181[ 185] 198
:T:E';'YNESS g Hew 7573 < WA 3 ml 17| 153[ 158| 62| 97| 128| 58| 168| 176 oTfe: arice Nange
New 78113 LEGENDS _

TECHNCAL 3 wewmany | icsbyfiosd e [— 7 i i i

BETA 170_ {1.00 » Marke) 21 % s — =] ;g
Ann'l Total aeas indicale recessions | B e Bfanth | By SR
Pdce Gan  Raturn o I = i Era | R T %g

g 28 'f.i?,’& 8% ! 'Mlﬂkr_n......, = I ot s e o PRy PP L

Insider Decislons LU il — wil 12
ASOND JFUA et

By 024004004 5 8
d 888808 e s ONERl entn ¢ | s
Institutional Decisions E::-."" iy gl P Tl Al Fraste®s,e '-..... - %TDT-“':,EWR::Q:.

w0 1O | pecent 12 1 e ™ e iy b B2

A I : o e e s s L/ L
tafspy) 3279 378 3375 il e, Jru% ! Ml |5y 625 w5
1937 [ 1998 [ 1999 2000 | 2001 [ 2002 | 2003 | 2004 | 20 WZOO? 2008 | 2009 |201 1112012 | 2013 2014 3VEE___ UREPUB.LLC [ 16-18

Ry - - 205 205] 47| 298| 258| 256 | 279 289 285 | 07| 348, 32| 240 250 Revenuespersh 155
- - .- - 59 57 55 &5 19 1 86 8 85| 107 | 109| 12| 120( 130 "CashFlow” parsh 149
-- -- -- - 41 A0 At 48 56 44 57 57 & AR 12 T8 .25 |Eamings persh* 90
el el el el ) 35| A7) 9] A2 45| 48| 49| 51| S} 53| 54| 55| .57 |DWdDecidpersh® 85
[ Y B - TE|TBE[ V6T 255 1EE| tEa| 169| 217 148 B3| J4| M| 90| .80|CapiSpendingpersh | .0 |
.- -- .- -+ 379| 380) 406! 465| 485 584 | 597 G14) 652]| 79| 745 773| 805] 835 BookValuepersh 8.60
- - -] 94| 955 963 1033 | 40| 1120 | 1127 | (037 | 125% | 1269 | 1279 1282 1100 73.20 [CommonShs Oulsfg© | 7400
.. s . 178 263: A5 BT &3 wzZ| w3 A1 2009 07| 3| W48 are |Avg Arn[ FE Ratio 225
- - - - 8t 147 140 436 146 163 16t 148 146 132 150| 155 ‘:;m Relative PIE Ratln 1.50
- .- =« d4% | 33| 32% ) 34% | 29% | 25% | 28% | 35% | 6% | 35% | 1% | 1% |Avg Ann'l Div'd Yield 1.2%

%A&rg\t?&u:TgﬂE a ??{"“ms B} 09| 25| 28| 27] n4a| n8| 7o 0| 406] @4] 40| 450 Revees Sminy 0.0

olal Debt $85.0 m.  Due n 5 Yrs $19.5 mil. 44| 48| 58| 61| 64 64) 25| 88 81 83| 102| 113 NetProfit($m) 126
gﬂg:‘.m;"j‘s?mm,g‘g'ﬁ“"" §5.2 mil FB% | 67Th | B7% | HA% [ H5% | B1% | T0% |B5% | as.:mi 376% | 36.0% | 36.0% |Income Tax Rata 36.0%

: g% olCapt) |oof ol o 2% | 36% | W% .- | 12% ] V1% | 10% | 1.0% | 1.0% [AFUDCY%toNetProft | 18% |

Pension Assets 12028227 mt. O O U0 [ 425% | W7k [ 483% | 465% (SIS [T RN | AT1N | 460% | 4E0% | F50% [LongTem DebtRato T 410%

Oblig. $34.7 mill. 56.6% | 57.5% | 55.6% | 51.7% | 50.5% | 455% | 54.3% |51.7% | S2.9% | S40% | 550% | 550% |Common Ratio | 57.0%
Pid Stock None GS.OI 86| 903 | 1265 1257 | 9534 | 1600 | 1764 | 1802 1848 190 197 Total Capital (Smil} 20
1165 1400 1553 | 1744 | 1916 | 20114 | 220 | 2284 | 2330 2403 5 250 | Net Plant {$mill) 265

Commaon Stock 12332,111 shs. B5% | 76% | 84% 6.2% 67% | 57% 5_2% 6.5% B.4% | 64% 8.5% 7.0% [Return on Tolal C; 7.0%

as of 5/8/13 T.4% | 100% F 116% . 83% | 95% o2% | 86% | 98% | 85% | 93% | 9541 1000 1Rehnnon$hr.£ql.ﬂ‘ly 10.0%
134% | 100% | 196% | 83% | 85% | 8% | BE% | 98% | 05% | 93% ( 9.5% | 100% [RetvmonComEquty | 10.0%

MARKET CAP: 5250 mitlion [Small Cag] 28% | 20% | 0% | 22% | 17% | V4% | 19% | Z7% [ 25% | 24% | 10% | 20% RetalnedtoComEq 0%
cURRE{IJPDSITION W01 2012 NI | TrR | TON | T4N | TI% | B2% | B5% | TE% | 2% | TIN . V4% | 7% | 67% |AllDivids to NetProf 2%
Cash Asssls 40 4.0 4.6 | BUSINESS: The York Waler Company is lhe oldest inveslor-owned  nues; commercial and industrial (29%); other {8%). !t also provides
3%:“"15 Receivable ?‘U ?g ?g regulated water utility in the United Slales. It has operated contin-  sewer bifling sarvices. Incorporated: PA. York had 103 full-time em-
Currernl Assels Ty S T A uously since 1816. As of December 31, 2012, the company's aver- ployees at 12/31/12. PresidenVCEQ: Jefirey R. Hines. Of-
ASHE Pasabl 11 11 o | 29e dady avaiabliy was 35.0 miin gallons and its service lerl-  ficars/direclors own 1.2% af the commen slock (3113 proxy). Ad-
Debi Duge 1 i 7 | tory had an esimated population of $89,000. Has more than 62,000 dress: 130 Easl Market Street York, Pennsyivania 17401, Tele-
Other 41 43 4.9 | customers. Residential cuslomers accounled for 63% of 2012 reve-  phone: (717} B45-3601. Inlemel: www yorkwater.com.
gi':"é’r‘l‘ L'g’;'v 160552 15&5 1545;52 We are initiating coverage of The ket return over the next six to 12 months.

. DOV, ——— York Water Company this week in The In addition, looking long term, the issue is

ANNUAL RATESY past] 5";;' E‘L‘,';‘?i‘a“ Value Line Investment Survey, It Is a already trading well within our projected
Revenues 45 ase 2% | regulated water utility that purifies and Target Price Range for 2016-2018. We also
"E(g?ns;l‘ﬁow" ggg& ig:‘z :% cﬁ!zlistdr‘;gutes drinking wla)ter to more t'!I'!an estimate that the dividend payout will

amngs : i 3 . customers in Pennsylvania. The only increase at a modest annual pace.

DividenceR Yo 3% 3% | company was founded in 1816. The company's near- and long-term

QUARTERLY REVERVES B mil The equity has performed well of late. prospects aren’t compelling, though it

“E:';r Mat Jun30 S e_LM“I;':cl!iE \"Ta“r Oxier ;:1 e p?jst thr;e Lnonthss% tl}e stock c[:lues ;nave an important i’ate case pendilx:g.

: . - . price has advanced about . In com- In order to recoup capltal investments that

%‘m gg 13; :gg 183 2351 parison, the S&P 500 Index Is up approxl- stemmed from malntenance cutlays, York
012 | 36 104 110 104 | 41 mately 4% over the same time frame. In submitted a request to the Pennsylvania
203 | 101 10 17 112 | 44gd our view, the outperformance stemmed Utlllty Commission for an Increase in
014 | 105 145 122 118 | 4 frorrll( so‘rine lnves;lors seeking more stable water ratesY of $7.Il |:r)nllllt:m perr year. We

- stocks during the recent period of in- think that York will be successful, at least
|g:l]:r Mzwiﬁp?wamﬁ ,2‘;“! creased volatility on Wall Street. On that partly so, In getting the hike approved,

e T 5 85 7 T note, sharﬁs of York Water are now trad- which will help revenues and profits. Fu;'-

. ) S i ing near thelr 52-week high. thermore, and most Important, water Is

g}; g }97 ;_9.,_ }g }; York stock now seems richly valued. one of the most essentials part of life.

w3 | 47 19 24 | .7g| The equlty was recently tradlng at more Water praviders, therefore, are almost as

20 | 19 21 23 3| (35| than 25 times our 2013 share-earnings es- critlcal, and demand for water ought 1o

= QUARTERLY DIVIDENDS FAD 8 timate, which Is higher than its historical contlnue to grow along with the popula-

o M3t Jun30 Sen30 Decdi| vom avel;‘zlagez.oals6 wz%ll B the ?ultlpleA\ﬁe plrgject hinn. Howev;r, lﬂ lc:rder to keep it'nhe “;at:!r
T > — to the - time frame. told, at flowing, York will have to invest heavily in
gg?: gg gg :gg }gg '?’{1"; this time, we see little reason to take a improving its Infrastructure, which will

oI I TR R T ‘524 position here. According to our proprietary hamper profits. All told, we project only

M2 |44 1M 44 18 | . anking System for Timeliness, York modest annual share-net gains,

3 |18 1% 138 shares will underperform the broader mar- Jan Gendler July 19, 2013
(::L DiAt:llad tam'ngs. Next aamings report due | {C) In millions. adjusted for splits ls:::mra ::c?igglglhlSMngﬂi BEE
[ us !
ﬁbﬁeﬂd:d "gf.?..fif"’ paid in mid-January Prﬂ:cn émgﬂ:dl;::gmt!m 100

uly, @ e | ] ) ings Pre h
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CAFITAL STRUCTURE as of 231143

Total Debt $358.1 mill. Duein 5 Yrs §21.2 mill
LT Debt $335.4 mil.
[Tolal inlerest caverage: 4 6x)

LT Interest $18.5 mill.
{55% of Cap?)

Leases, Uncapitalized: Annual rentals §4.7 mill.
Pension Assets §75.5 mill.

Oblig. $141.0 mill

Pfd Stock None
Common Stock 20,020,372 shs.
MARKET CAP; $525 million {Small Cap)

1497 | 1669 | 180

160 207

1892 | 2065
222 193

203
202

216.1
152

28% 0%
390

2158 616
158 | 209 23
41.1%

310 | Revenues ($mill)
29.0 | Nat Prafit {Smil}

s
7.0

21% | 41.6%
16% | 21% | 1L6%
356% | 43.7% | 426%
544% | 55.% | 574%

Ei

08% | 394%
_21% | 274
41.8% | 47.7%
58.2%

395%

460%
S4.0%

2.3%

404%

20%
49.4%
50.6%

BE% %
20% |

56.6%
§34%

537%
46.3%

3060 3283 3412
4205 | 4568 | 4348
65% | 65% | 76%
100% | 8.7% | 106% |
100% | 87% | 106%

52.3%
18| 4532
5417

6455
0%

4108
6842
58%

4996
7185
44%

€07.9
7562
45%

550.7
7855
4.3%

57%
97% | 82%
9.7%

0%
8.0%

6.0%
6.0%

47% | 6% | 96%

Debt Du
Cther

Current

CURRELILT POSTFON 2011
Cash Assets
Other

Current Assels
Accts Payable

&
Liab.

Fix. Chy. Cov.

092 3Bl

276% 247%

8.2%
5%

S3% | 58% | 4%

35%
6% | 5M% |

13%
59%

2%
B0%

6.2%
6.2%

19%
1.9%

42.0% 'Incoma Tax Rale
4.0% .AFUDC % to Net Profit
54.0% |Long-Term Debt Ratio
| 46.0% (Common Ratio
745 | Total Capital {$mill)
950 | Met Plant {Smill
£5.0% |Retum on Total Cag'l
8.5% [Return on Shr. Equity
4.5% |Return on Com

40.0% |
50%
51.0%
49.0%
500
1150
6.0%
5%
8.5%

3%
1%

1.2%
80%

4.0% |Retained to Com Eq
54% |All Div'ds to Net Prof

5%
6%

|
BUSINESS: SJW Cerporation engages In the production, pur-
chase, slorage, punification, dislribution, and retail sale of water, It
provides water service to approximately 227,000 connections that
serve a population of approximalely ons milion peopls in the San
Jose area and 6,700 conneclions thal serve approximately 36,000
residents in @ service area in the region betwaen San Anionio and

Auslin, Texas. The company offers nonregulaled waler-related
senvices, including water syslem operations, cash remittances, and
mainlenance contract services, S/W also owns and operates com-
mercial real eslale investments. Has about 375 employees. Chrm.:
Charles J. Toeniskoetter, Inc.: CA. Address: 110 W. Taylor Streel,
San Jose, CA 55110. Tel: (408} 279-7800. Iok: www.sjwater.com,

ANNUAL RATES Past

Revenues
“Cash Flow"
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Year

05
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g1
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1
1.18
1.30
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165
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1825
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66
68
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H

by 8%.

seeking to raise rates b
4.9% in 2014, and lZ.G%Vi
tively. The CPUC has been reasonable in
ast few rate cases, (with the exception
of the allowed return an equity), but clear-
for large amounts of
as these are a chal-
lenge to regulators. There is a lot of politi-
cal pressure to keep rates low, but SJW
has presented a good case as to why it
needs the funds. For example, expenses
experienced large increases in 2012 as the
cost of purchasing water alone, by far the
largest expense, rose by more than 20%.
We think share net can rise b
digits this year. While the CPUC is con-
sidering the case, SJW was allowed to tm-
lement higher rates on an interim basls.
he company's share net can increase by
10%, to $1.30, even though there was a
dilutive equlty offerin
creased the number of shares ogutstanding

money. Cases suc

in

SJW has a major rate case pending,
The utility filed a petitlon seeking higher
2012 with the California
ommission (CPUC). SJW is
21.5% In 2013,
n 2016, respec-

this April that In-

ext year is a bit of a question mark.

double

Capital

bill. Thus,
ty offer

it growth.

]arﬁ
ings wi
hese shares
while earnings wlili probably do well due to
the interim rate hlkes, long-term total re-
turns potentlal 1s subpar. Another nega-
tive Is the chance of a harsh regulato
ruling on the pending rate case, whic
could impair the company's potenttal prof-

July 19, 2013

densome. Llke most utllities,
SJW's infrastructure Is outdated and In
need of maodernization. The company es-
timates that it wlll have to spend $100
milllon annually over the next [ive-year
period for this purpose. Internally genera-
ted funds will fall far short of covering the
e amounts of debt and equi-

James A. Flood

While SJW is collecting higher rates on an
interim basls, we have a good idea of what
its earnings will be. In 2014, however, our
forecast is more tenuous. The bottom line
will depend to a great degree on what the
CPUC's final ruling is.
timate a relatively reasonable ruling, one
that should enable the company's share
net to rise by a solid 8%, to $1.40.

expenditures will be
much of

be required.
are timely.

urrently, we es-

However,

bur-

Ll) Diluted eamings. Excludes nonrecuming
sses ; ‘03, $1.97; '04, $3.78; ‘05, §1.09; '06, | {B) Dividends historically paid in early March,

add due (o rounding.

$16.36; W8 $1.22; "0, 46¢. Next eamings | June, Seplamber, and December m Div'd rein-
report dug late August. Quarierly egs. may nol { vestment plan avaitable
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RECENT PE Trailing: 20.9 Y| RELATIVE DN 0
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o e ... Relive Bk Shengh i =

EFA 70 (100~ Markey Tor2 spit g | T a0
™ 2076-18 PROJECTIONS. | Oeponspo 0 f- [ = L 32

na:htiler!ra!h‘ﬂ[ | PR P Y]
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e 3 Vi Al | J 16
Insider Decisions - “n 12

ASORD !
S 1418 = :
L™ | s

WSl 00000 e
Institutional Decision ;o %TOT&ETUR:&‘:I{-

sy il "‘-i;. STOCK  MOEX

[ 37 1y 80 2
" 22 28 # [ L 4 Iy, 418 658 |
Hid 6713 6698 6579 b i s | HERAITHE R i Sy 418 M5

[ 19981958 | 2000 | 2061 [ 2002 %2004 2005 | 2006 8 2011 (2012 [2013 2014 °¥ALMLLCHS-1!_'
472] 43| 535 538 567 598 €12| 625 644 616| 650| 679 675 660| 650 683| 730, 770 |Revenespersh 9.10
102 102) t19! 88l 18| 120 1457 128 133 133 149 153 140 155 146 15| 165 185 )|"CashFlow"persh 230
&N | 16 5t & 1 51 | n . 82 g8 12 56 8 80| 100| 1.05|Eamingspersh 4 115
5T, s 0| &) &) 6] 65 e6| 7| ea| g, q0) m| | 73 u| a5|  76|otvdDeciepersh va 40
20| 288| 33| V32| 125, iha| VEV| 254 ZiE| I37| 166 12| 48| 10| 13| 13| 15| 188 Capl ngpersh | 200 |
600| G6BO| 695  698) 7H | 739| 760| 8C2| B2 [ 952 1005 1003 1033 | 11.13 | 1127 | 1348 | 1175 1210 'Book Value persh | 12%0
854 982] 1000 10.17] 10.07| 1036 1048 | 116 | 1158 | 937 | 1275 | 1340 | 1352 | 1557 | 1470 | 1582 | 7609 | 16.35 Cammon ShsQuistg © | 1700 |
94| 182 16| 287 H6| 235] 00| 24| A 227 216| 198 210 178, 217| 208 | BoidAghrss sre |Avg ADRTIIE Ralic Fi1)
. J9) 100 87| 126( 28| 47| 139 146 123 195 19| 140 | 193] 136| 133| \Vekeliee  (Ralalive PE Ratio 135
{ 63%) Sa%| 44%| 42%| 38%| 37%| 35% | 34% | 5% | 7% | 37% | 40% | 47% | 42% | 40% | 0% | "1™ |AvgAnaTDivd Yied 1.6%
| CAPITAL STRUCTURE as of 3113 641 70| 746 811 | B61| 910 912 1027 | 1021 1104 15| 125 |Revenues ($mil) 155

Total Debt $163 1 mill. Duein § Yrs $60.0 min. 66) 84| 85| 00| 118 122 00| 43| 134 44| 55| 17.0|NetProfit o] 200 |
LT Dbt $1305M8 WALY tntere ! §7.0msl T26% | 311% | 6% | 304% | 326% | 332% | A% |iZ1% | 7% | 19% | 34.0% | 0% [income Tax Rate 0%
(Tinteestoonerage d ) yworcapn | oot =l oof ol el ool ool ea%| 6% a4%| 45%| 45% AFUDCHtoNetProm | S0%

S38% | 538% | 55.3% | 40.5% | 490% | 456% | 466% [43.1% | 42.3% | 41.5% | 40.0% | 41.0% |Long-Term Debt Ratio 42.0%

Pension Assals-12/12 $37.9mi, 0% | 425% | 41.3% | 47.5% | 496% | 518% | 521% |558% | 56.6% | 574% | ST.0% | 57.0% CommonEquityRalle | 57.0%

. Obilg. §62.8 mil BL1] 2145 27| 2640 %88 | 2504 [ 2679 [ 305 3125] 3165 330 245 Total Capital [Semill) 460

R e 209 | 229 | 2640 | 74| 3139 | %63 | W65 | 4059 | 4222 | 4352 40| 450 |NetPlant (Smif st
ook 18,819 812 2hs 50% | 51% | 50%| 51% ! 6% | 58% | 50% | 57% | S2%| 54% | 45%| 50% |RewmonTomliCapi | 5%
as of 4130112 T9% | 85% [ B2 | 75% | 66% | 06% | 70% | 81% | 75% | 7B%| 80% | &5% [Retumon Shr. Equity 2.0%

80% | 90% | 86% | 7.8% | 87% | BO% | 70% | 8.2% | 75%| 78% | 80% | 854 RetumonComEquty | 0.0% |

MARKET CAP: §325 million [Smafl Cag) NMF| 9% [ 6% 13% | 18% | 20% | 1% | 21% | 1.0% | 14% | 20% 25% |RetainedtoComEq 10%
CURRENTPOSITION 2011 2012 3MNM3 | 106% | 90% 94%1 8% | 79% | 78% | 98% | 7% B7% | 8% | B0% | 73% |AllDh'ds to NetProl 0%
Cash Assets 31 0 4.5 | BUSINESS: Middlesex Waler Company engapes in the ownership 2012, the Middlesex System sccounled for 65% of tolal revenues.
Other 195 216 _ 20.8 1 and opembion of reguialed waler utility systems in New Jersey, Del- At 12131712, the company had 279 employees. Incorporated: NJ.
Current Assels 228 T 248 T 253 | aware, and Pennsyhvania. It also operales waler and waslewater President, GEO, and Chaimman: Dennis W Doll. Offcers/directors
Acels Payable 57 38 4.5 | gystems under conlract on behalf of municipal and privale clienls in  own 3.1% of the common slock; BlackRock, §.3%; The Vanguard
aeoious 368 N3 B38| Nand DE. s Middlesex System provides water services 10 60,000 Group, 5.7% (4/13 proxy). Address: 1500 Ronson Road, lselin, NJ
Curtant Liab. —487 " %55 515 | 'elail customers, pimarily in Middlesex Counly, New Jersey. in  0BB30. Tel. 732-634-1500. infemel: www.middlasexwaler.com.

Fix. Chy. Cov. 380% 410% 415% | Middlesex Water has a subpar histori- share gains of 10% in 2013 and 5% next
ANNUAL RATES Past  Past Estd0-42| cal record when it comes to dividend year, despite the weakening in other busi-
gmwa 1“';- SYm. W8 | growth. Over the past five and 10 years ness areas. (See below.)

e P Lk gg;f g% respectively, the water utility has A weak performance in the commer-
Eamings 35% 25% 40% | managed to raise the annual dividend a cial and industrial markets will pre-
S‘V‘EEG".‘ lgé lg:t ;gﬁ paltry 1.5%. This is among the lowest per- vent a better carnings showing. In the

S8 Va0 e : centages in the water utility industry. recent past, the company lost twa big con-

Cal- | QUARTERLYREVEWES(Smil} | Ful | We don't expect this to change any- tracts that totalled almost $5 million in
endar [Mar$1 Jun.39 Sep.30 Dec. 31| Year | time soon. Qur forecast is for the rise in revenue, In New Jersey, the borough of

010 + 216 265 236 250 | 1027 the yearly payout to remaln in the 1%-2% Sayreville, has decided not to renew it con-

011 | 240 261 A7 233 | 1021| range over the pull to 2016-2018. Part of tract for wholesale water when it ends this

w2 | 235 N4 23 274 | 104 this is due to the company's existing high August. Also, the closing of a refinery

M3 | 770 80 20 280 | M5 | payout ratio which restricts future growth. meant the loss of a major industrial com-

014 | j00 20 60 300 | 125 ‘lj‘hls is also why Middlesex’s stock is cur- pany and $2.6 mlillion In revenues,

Cal- EARHINGS PER SHARE A Full | rently yielding the highest In the group. Capital investment will likely help
endar |Mar.31 Jun. 30 Sep. 30 Dec. | Year | (Investors are willing to pay a premium long term growth. The company plans

10 | 11 3 A 86| Le. accept a lower yleld in return tor larger on spending almost $75 million on capltal

a1 '| 723 32 12 M| dividend hikes in the future.) expenditures over the next three years,

12 | 1@ 8 0| 9% Earnings have been surprising on the Most of the money will be directed toward

L -2: 5 A7 | 10| ypside lately. For the third consecutive the higher-margined. residentlal market,

201481, 17582 40 __.20 | 105 quarter, the company has posted solid which is much more predictable than the

Cal- | QUARTERLYDMDENOSPAD®s | Full | year-over-year quarterly comparlsons. commercial and industrial markets.
andar | Mar.}{ 5 Yoar| This is due mostly to higher resldential These timely shares are mostly for

2009 | 178 78 478 {80 | 71| rates, which were implemented In 2012’s momentum Investers seeking a high

2010 | 180 180 180 183 12| third quarter. We think the $4 million In current-yleld. Other companies In this

11 | 983 483 983 185 | 73| higher rates granted in Delaware and ad- group offer a lower yield but higher poten-

212 | 185 185 W85 .1875| .74] ditional $8 miilion allowed in New Jersey tlal total returns to 2016-2018.

13 | 1875 1875 will be enough to ensure earnings per _James A. Flood July 19, 2013
{A) Dilutsd aamings. May nol sum due io | May, Aug., and November» Div'd reinves!.rnant‘lso.ﬂ a share. Company's Financial Strength B+
rounding. Next aamings reporl due early Au- | plan available. | Steck's Price Stability 95

rc In milions, adjusted for splts, Price Growth Parsistence 30
D, 12: §9.2 milﬁm.l mings Prodictabilif 80

ust,
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39___§§ 1999 ] 2000 112002 | 2003 | 2004 | 2005 | 200 2008 |2009 (2010 | 2011 |2032 (2013 (2014 | ©VALUELINEPUB.LLCI16-13

se7| ssa| se7| sr| ssa| s77| ser| eo] san| sea| ves| 74| esa| 765 793 763 465 890 |Revenvespersh | 1125
1510 1.39] 185 (73] 178 178 189 1981 162 152 180 485| 183 | 204 21| 210| 255| 265|“CashFlow”persh 275
100 102 103| 103y 143] 4492 115) Li6 83 81 105 111, 119 83| 13| 151 1260 1.65 Eamingspersh A 1.75
T .18 .79 .1 B0 A1 B3 M 85 86 B 8, S50 82 94 86 89| 1.04 | Div'd Decl'd persh Ps 1.14
UES| 1E| 14z| 43| B[ 188| 143 158| 19| 198| 2| I8 | 38| 3| 261| 23| 75| Z85 |CeplSpendngpersh 200
826| B52| B6I| 892] 925] 1006 1046 1094 ] #152| 1160 | 1185 | 1223 | 1267 | 1305 | 1350 | 1609 | 725 | 17.80 |Book ValueparshD 2040
| 678| GB¢| 76| 71.28| 765| JA4| 147 BO4| @47 | B27| B38| B46| 857 | 868 | B76| 1097 | 11.00 | 11.25 |CommonShs Oty © | 7200 |
25| 155| 82| 162| #15| 43| D5| 8| Mb| 40| 230| 22| 184 | #f| 30| 194 | sokdnighes s |AvgAnnTFE Aaba @0 |
J4 BEL 140 1180 90| 133 134 21 1821 167 12 1M | 123 ) 132) 144 1241 Vekelline | Relative P/E Ratio 135
0% | 49%| 42% | 40% | 3% | 20% | 30% | 3% | 4% | 6% | 36% | 3% | 41% | 39% | 36%| g% | TP AvpAmnTDWaved | 34%
CAPJTAL STRUCTURE as of 33113 411| 485 475| 469| 580 | 613 | 594 | 664 | 694 83B| 950 100 | Revenues ($mill) 135
Tolal Debt §180.3 mill. Duein 5 ¥rs $14.8 mi, 92 94 12| &7 68/ 94| 102 98 99! 136 75| 180 [Net Profit {enill) 2.0
£ Dsot $177.9 - B LT brterast 7.6 ma. 9% | 2| - | 235% | 324% | 27.0% | 10.5% | 352% | 413% | 220 320% | 32.0% [Income Tax Rals 5%
(ol brestcoverage- 880 omotgan Lo =l =] ool ol 7% o .| te%| 1% | 20% | 20% [AFUDCHwMetProm | 30%
Leases, Uncapitalized: Annual rantals $.2 mift. A35% | 428% | 44.9% | 444% [ 47.8% | 469% | S0.6% | 40.5% | 53.7% | 490% | 49.5% | 40.5% Long-Term Debt Ratio 48.5%
Pension Assets $45.4 mil. §5.9% | 56.7% | 54.6% | 55.1% | 51.8% | 527% | 49.1% | 50.2% | 465% | 50.9% | 50.5% | S0.5% |Common Ratio $1.5% |
Oblig. $66.5 mill, 14891 151 | 1723 | 1740 | 1932 | 1065 | 2213 | 256 | 242 | 3646 75| 390 [Tota! Capital ($mil] 475
288 2461 2477 | 2684 | 2843 3023 | 3252 | 42| 3624 | 479| 40| <%0 | Net Plant {$mil) 550
i Stck S G T TR 1% | 70%| so% | 9% | 5% | 59% | 5% | 54% | A% | 0% 55%| $5% RenmonTomlCawl | 55%
Common Stock 10,982,430 shs. 109% | 106% | 75% | 69% | 87% | 90% | 93% | 85% | B83% | 7% | 90% | 90% RetumonShiEquily | 8.5%
| MARKET CAP: $325 million {Smafl Cap} 10% | 106% | 76% | 70% ! e7% | 9% | 845 [ 7% | 8a%| 73%| 00% | 90% |Retum onCom | 8%y
CURRENTPOSITION 2013 2092 3tA3 | 2% | 3% | X% | NMF| 96% | 19% | 23% | 16% | 14% | 27% | 25% | 5% |RetainedtoComEq | 3.0%
caiin 0 132 oql MRl M| esn|ovos | B | 7 | 7e% | e | B3] 6% | 2% 63% [ANDIdsto NetProl | 65%
Accounls Receivable 149  11.5 111 | BUSINESS: Conneclicul Waler Service, Inc. Is a non-operating  Maine. Acquired The Maine Water Co., 1/12; Biddelord and Saco
ar, —38 7 1291 noiging company, whoss Income is dedved fom eamings of its Waler, 1212 dac: CT. Has sboul 260 employses. Chair-
Currant Assats 188 364 3310\ hoiy owned subsidiary companies (regulated waler ulities), Its  man/President/CEQ: Efc W. Thomburg, Oficers and diractors own
ficcts Fayatie 72 190 591 laest subsidiary, Connecicut Water, accounted for sbout BS% of  22% of the common slock, BlackRock, inc. 6.7%, The Vanguard
Other 232 29 44 | the holding company's nst income in 2042, and provides waler  Group, 5.3%. Address: 93 West Main Street, Clinton, CT 06413
Curent Liab 304 159 124 | services to 400,000 peopla bn 55 lowns throughout Connecticut and  Telephona. (860) 669-8635. Web: www.ctwater.com
Fix. Chg. Cov. 419% 455% 460% | Connecticut Water has reached a earn $1.60 this year, and $1.65 next year.
ANNUALRATES Past  Past Estd'09°11) tentative deal with state officials. In Is this a sign that the regulatory
gevenuas ”;’g% 557'3'% ”'51%‘;" sum, the utllity agreed to reduce con- climate in Connecticut is getting more
“Cash Flow”™ 15% 40% 50% | sumers rates for the next two years and constructive? Long regarded as one of
Eamings 5% 40% 65% | not flle a new rate case seeking higher the toughest places %or utilities to operate,
Qividards 156 1% 0% | tarlffs untll October 2015. The lower rates this latest ruling seems falr to both the
— - . " will be made possible by Connecticut ratepayers and the utility. (Value Line
Cal- | OUMRTERLYREVEWESSmil) | Fun | Water passing through to the ratepayers a currently ranks Connecticut’s regulatory
endar |Mar31 Jun 30 Sep.38 Dec.31| Year| ¢ay refund from 2010-12 that it recently climate as Below Average.)
010 | 138 159 AL 15T | 664l qualified for with the IRS. The agreement The higher proéected earnings could
01 | 160 114 W08 154 | 894] was made with the Consumer Councll and possibly give Connecticut Water a
02 | 185 ﬂg %‘;3 ;g_g gi the Attorney General but still must be window to start a more generous divi-
g}i g;‘g %0 00 240 | 100 E'lven final approval by the state's Publlc dend paying policy, Over the past five
: : : tility Regulatory Authority (PURA). and 10 year perlods, the utility's dividend
cal- EARNIHGS PER SHARE A Full | The deal is not as unfavorable to Con- growth rate has been roughly 1%-2%, well
sndar {Mar1 Jun. 30 Sep. 30 Dec. 31| Year | pecticut Water as it sounds. In return Eeluw average for a water utility. With
010 | 12 7 5 20| 113] for the above concessions, going forward this potential windfall, Connecticut Water
o | 26 37 39 | 183 aythorities are allowing the utlflty ta es- could reward shareholders with perhaps
g:; ﬁ g 275 122 }gg tablish a Revenue Adjustment Mechantsmn more than the subpar 2% increase that we
2014 0 45 85 25| 185 that will allow it to let the tax benefit were previously expecting.

: : : : — (from the same refund) flow through to Connecticut Water shares carry a 4
Cal QUARTERLY DIIDENDS PAID B Full | shareholders untll the next rate case. (Below Average)} rank for Timeliness.
endar |Mar3t Jund0 Sep.30 Decdi| Year| jp fact, we are raising our earnings Desplte the upbeat recent events, we
009 | 22 78 28 | ) estimates for the company substan- should remind Investors that the deal with
2010 | 28 28 233 23 | 82 gia)ly. We think that the new arrange- regulators has not been finalized. Thus,
%}12 ﬁ 22:;33 fzg ﬁg g‘g ment will add §0.20 te the bottom line In we'd advise staying on the sidelines for the
03 | 243 20 1 2013 and $0.10 In 2014. All told, we be- time being.

! lieve that Connecticut Water can possibly James A. Flood July 19, 2013
A) Diuled samings. Nexi eamings report due | vestment plan available, Company's Financial Stren B+
sni’ . ust. — : _M [Cl In mlllm adjusted for spiit. Sto 'lngﬂ:l Stability = 90
{B} Dividends hislorically paid in mid-March, [ (D) Includes intangibles. n "12: $31.7 mi- E.dcl Gmwm;mlsunu gg
mings Pradictabili

June, Seplember, and Decamber. » Oiv'd rein- | ion/$2.89 a shara.
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RECENT PE Triling: 20.9'}| RELATIVE Vo 0
CALIF ORNIA WATER NYSE-oaT  [PRECE 20.10 RATIO 251 (uem'fzi.o PIE RATIO 1.43[\!!.0 32AJ
; High:| 134 ; 9.0 211 ; ¢ : Al e 4 i
TEMESS 3 st | 19| Ra] 7] WOTHA[ TSl 71 Bal E1] 18| (0T R3] 3] || Taget e e
SAFETY 3 tovemd7ziv [ LEGENDS '
; —_— I.l]lbwldmd:srsh A s E 64
TECHNICAL 3 Rasedismy | i by el e
BETA 55 (1.0« Market} 2001 spit &N | ISR P chulely il S :15
ZGEG-im ":'su,bﬁ-;fg “u . —_—t (XL 32
Ani Totdl s T L u
High P3ﬂ0" (ossﬂ "‘llih;? “'ml st e T e 3 CCRAS PR T ST 2@
Low 20 N0 4% T = ] 15
Insider Decislons inflinguil —_— 17
asonnyrual [55 = i
BBy 100000020 0| o= : 3 i -8
o 0588888 ol e
Institutional Decisions ‘—@ e i f e — ,‘%‘ %TOI“EBEWR:&:.
s daMr M| pareent 13 N frame - Pt sk wEK
B 63 54 BE s 12 1 THILT = A : tyr 2.3 ae [
o 48 63 39 | tra 6 - I i Ip. 210 €56
Rdspee 22150 22078 26409 Il ! me H ] UL Syr 403 M5
1997 [ 1998 | 1999712000 | 2001 zou“mz.zuusqzoqu%s %@ 07 | 2008 (2009 2010 | 2019 [2012 | 2013|204 | OVALUEUNEPUBLCITE-18
174( 73| 798| o8l 83| es?| a18] eso) erz| ssof esa 9so| we2| 1105 1zo0| 133 1255 1415 |Revenues persh I 1g00
146 130 (37| 126] 1400 1320 126 142 152 136 | 56| 186 | 193 | 193 | 207| 225| 205 225 “CashFlow"persh 275
82 1 PR ATy B 61 REl T L1 g5 8, o 8 86| 102 80| 1.05 |Eamings persh A 135
53| S| 54 85| 6, 8| S| 57| 67| 58| 50| s9 58| 0| 62| 63| 84| .69 |DivdDecldpershie | 90
TR 137 V9] T3 2| ZM| 219 BT 201| 204 V84| 241| 266 297| 283 35| 265| 40| Ea‘p'lsp“ia‘LTirgp« 300
630 669| 671 645 648 656) 72| 783 700| 907 925( 972 1043 | 1045 | 1076 | 11.30| 1340 | 1285 |Book Value sh¢ 1500
| 2524 | 4524) 2587 02| 0% | H036| 186| 73| 3679 4191 | 41.93| 4145 | 4153 | 4167 | 4182 4151 | 47.05| 4400 |Commo nGEE;%'uu‘ri 5 500
26| 8| 8| 95| 21| 98| &Lt| 01| 249| B2, 26| V88| 197 03| 213| 17| okl Nglre s |Rvg ARTTPE Ratio BETN
13 8 10 127] 19 1.0!!| 126 106, 133 158 139 149 13| 12| 1M| 10| Veweliee |Ralativa P/E Ratlo 1.28
46% | 47%| 40% | 43% | A4% | 45% ) 42% | 39% | 3% | 29% | 30% | 3a% | 3% | 32% | 34w | asw ) ™ avgAnnTDivd Vied 36%
CAPITAL STRUCTURE as of 3131113 LA NSE| 207 3MT| WTI| 4103 | 4494 | 4604 | 5018 S600] 880 €50 | Revenves [$mii) € 800
Tolal Debt $574 2mil. Quein SYra$653mif. | 194 | 260| 272] 286| 32| 2987 406 | 377 61| d27| 400| 520 |NetProfit(feni &0 |
E ; 398% | 30.6% [ 424% | 374% | 299% | I77% | 403% [295% | 405% | 305% | 34.0% | 39.0% [Income Tax Rate J9.0%
s eomads Tt e | 3% | a2% | 3% | 106% | 83% | 6% | 76% | a2 | 76% | a0% | ao% | a5k [AFuDcHoMetPro | t00%
{43% of Cap') S02% | 486% | 40.3% | 435% | 429% | 416% | 47.1% [524% | S17% | 52.1% | 420% | 465% |LongTermDebtRatio | 50.0%
Pension Assels.12112 §202.9 m, 491% | 508% | 51.1% | 55.9% | 5656% | 584% | 520% |47.6% | 48.3% | 47 | 520% | 525% |Common Equity Ratio | 50.0%
Oblig. $402.9 mit, 4984 | 5659 | 568.1| G701 | 6749 | 6904 | 7949 | 9147 9315] o032 | 1050 125 [Tota! Capital ($mill) 1450
gidSiEek o 7595 | 8003 | 8627 615 | 10102 | 11124 | 11981 {12043 | 13810 | 1571 | 1510 | 1575 |NetPlant ($mil) | 1025 |
Common Stock 47,728 775 shs. 0% 6.1% 6.3% 52% | 59% | 1% B5% | 5.5% 55% 6.5% 55% 6.0% Rtﬂ.monTotalCap‘l 6.5%
as of 511113 T8% | BO% | 93% | 68% | €1% | 99% | 96% | B6% | 20% | 90%| 70% | B.0% |Retun on Shr. Equity 5%
19%| 00% | 93% | 68% | 8% | 99% | 96% | B6% | BO% | 90% | 70%| B.0% [RetmonComEquty | 9.5%
MARKET CAP: §350 miltion {Small Cap} Ja| 20% [ 20% | 1.0% | 0% | J8% | 38% | 30% | 22% | 6% | 1.5% | 30% [RelainedtoComEq 210%
CURREIII'POSITION WU 2012 NI | 9% | TIN| TB% | 86% | TT% | 61% | 60% | 66% | T1% . 62% | 75% | 62% |AUDiv'ds toNetProf 67%
Cash Assats =272 388 127.7 | BUSINESS: Catifomia Waler Service Group provides regulated and  breakdown, '12: residential, 66%: businass, 18%: public authorilias,
Other 867 1078 1040 | nonneguialed water service to roughly 471,900 customars in 83 4% industrial, 4%: cther 8%. "12 repariad depreciation rate. 2.8%
Current Assets 1138 9466 2317 | communities in Caifomia, Washington, New Mexico, and Hawai. Has 1,131 employees. Prasidenl, Chairman, and Chisf Execulive
Accts Payable ;a.g 488 443} Main service areas: San Francisco Ray srea, Sacramenlo Valisy, Officer: Peler C. Nelson. Inc - Delaware. Address: 1720 North First
e 357 283 432[ salnas Valley, San Joaquin Valley & parls of Los Angeles. Ac- Streel, San ose, Cabfomia 951124508, Telephone: 408-367-
Current Liab. %38 V] -2'53-5 quired Rio Grande Com; Wesl Hawaii Utiiies (9/08). Revenue 8200 intemet: www calwatergroup.com,
Fix. Chy. Cov. 278% _297% _325% | California Water will most likely have nificantly. With the now completed 5.75-
ANNUALRATES Past  Past Estd09'11{ a down year in 2013. In the first million- share offering, Californla Water
of change {per sh} ‘l‘l;ﬂs-“ St W% | quarter, the company posted a loss of has bolstered Its finances. The long- term
Rovenuss j5% &M% 20% 15003 a share versus our estimate of a debt-to-total capital ratio has gone from
Esmings 40% 50% 455% | $0.04 galn mostly due to an accounting ad- 52% at year-encr 2012 ta 43% at the end of
gMﬂ}d'z 0% 1sk  &0% | justment. Furthermore, over the remain- the first quarter, a large positive swing.
0% faue - . ; ing three quarters, the utility will proba- Going forward, the utility won't be able to
Cal- | QUARTERLYREVENUESUmLE | pun | bly experlence negative year-over-year Internally fund all of the capltal expendi-
endar |Mar3) Jun30 Sep.30 Dec.di] Year| earnings comparisons, This is because of tures required to update and modernize its
2010 | 903 1163 1463 1055 | 4604 | the combination that California Water is  infrastructure. Thus, it will probably issue
gg}; 1?86; ‘:34;‘; }gg? }g::g %% in need of rate reliﬁl‘dand tl}\at the hlarg debt which shguld result in moderatle dete-
: - . V| equity offering it had in ril shou rioration in the company's financial pesi-
W3 | 1194 155 1980 1336 | 50 d‘illul:ey share n%t by roughly 15%. For the tlon, i £
2014 {135 185 210 140 | 650 | ) year, we expect share earnings to fall California Water’s dividend growth
Cal- EARNINGS PER SHARE A Ful | by over 20%, to $0.80. will be subpar in the near future for a
endar Mar.3 Jund) Sep30 Dec3t] Vear| A' rebound seems probable In 2014, water utility. Over the past five-and 10-
00| 05 5 49 12| 91 however. Higher rates belng In effect will year perlods, the company's dividend
01 | 03 28 X 04| B bethe maln reason for the Improved show- growth has been a paltry 1%, low for even
a2 1 03 A 5% 2| 101 ing. In mid-2012, the company filed a re- a nonutility stock. For the next several
013 | d03 5 45 M| 80| guest with the California Public Utllity years we expect the payout to only grow
04 1 05 W 55 .15 ] 105 aommissinn seeking increased rates of 2%-3% versus about 5?6 ¥or the Industry.
Cal- | QUARTERLYDVHEADSPAD®= | Ful | nearly 20%. Based on some recent cases, All told, we think there are better op-
endar | Mar.3{ 0 1] Year | we think that regulators will permit a sub- portunities elsewhere. True, CWTs
009 | 148 M8 18 148 | 59) par return on equity, but will overall, yield Is about 100 basls points higher than
2010 { 149 149 149 148 | 60 Eaud down a reasunagle deciston. All told, the Value Line average. Still, there are
01 | A5 984 454 4584 | 62| we expect the company’s share net to other water utllities with similar ylelds
W12 | 1575 AST5 4§75 A575( 3] reach $1.05 next year. but better dividend growth prospects.
Wy [ 6 6 The balance sheet has improved sig- James A. Flood July 18, 2013
A) Basic EPS. Excl. nonracuming gain (leas): | May, Aug., and Nov. » Divd rei lan | {0} ln milions, adjusted lor splits Company’s Fnanclal Strength B4+
’ng, {43‘;: '51.52?‘02.4:; 'Itu,-%:glaextganr’n! ava)i'lm SR (et Excludas non-}:gt. rav. e Stock's Prica Stabliity - 160
ings report due mid-August. lﬁl Incl. intangible assels. In "12: $16.8 milL, Prica Growth Persistance 55
(B} Dividends historically paid in lats Feb., 0.44/sh, Eamings Pradictabilit 80
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RECENT PE Trading: 188 Y RELATIVE DD 0
AMER. STATES WATER NYSE-AnR | PRICE 5511 RATIO 193 (mff: zzu) peimo 11010 30A
- High:| 290 } 8| s 43 I 88| 396 ! I ]
TMELNESS 2 Rtz | Hoh| 30 T EHEHE R AR E R LR R oot Pice Ringe
SAFETY 2 Reed o GENDS _
3 i | ELD IR, - :
TECHNCAL 3 Risgsoun | iidedby v R 7
BETA 70 {1.00=Markey) JorZ st 602 [} i ey
207c-18 PROJECTIONS m.rusmm — i P ML
Ann'l Totat i | i el Lt @
o T e o S
uﬁ' 58 {""1 % ;r. T I [l hy ] hotpapued 't
Insider Decislons =
AsonD g Fuall '
gy 000010000 gl e
WSl 1700231000 = P P et e .
institutional Decisions | il ol TJ It T o e . i *mtntsmnv{‘m'

X @M 100 | peren 12 ' ol AL stex - woe
8 8 8IS (e i &L
m?% 1747 12033 1282] ¢ ¢ | il | [ |5y 783 @5 "

1998 [ 1995 [ 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 2010 | 2011 ]2012 {2013 {2014 | <VALUEUNEPUB.LLC[16-12
H44| 102) 1291] 1247 1306 1378 1399 | 1361 1406 | 1576 | 1749 | 1842 | 1948 | 2141 | 2224 | 2424 2040 25.65 [Revenues persh 2860

185 204 226( 220| 283 254| 208( 223| 264 289 33| 37| 340 423 | 426 496| 525 570|"CashFlow" persh 850
104 08| 119 128 135 tM4 T8 105 132 130 62| 155| 162 | 222 224| 282| 285 295 |Eamingspessh A 15
LX) M 85 B6 87| & B8 89 50 31 86| 100 101 104 190) 27| 145 1.55 |DividDecldpersh®s | 130
|7 2% 30 AW 303 298| 68| 06| 03| 42| 391 283 445 | 48| 42| 4% | 35| 440| 435 CaplSpending perih 10
24| 48| 1182 1274 1322 1405| 1387 | 1501 | 1672 | 1664 | 17253 | 17.85) 19.38 | 2026 | 21.68 ) 2361 | 2376 23.95 Book Value persh 425
044 | 134K | 1344 | 1592 1592 9518 1541 | 1675 | 1680 | 17.05| 1729 | 17.30 | 1853 | 1663 | 1885 | 1926 9.50| 19.50|Common ShsOutsty & | 21.50 |
WE| WEE|T O 58] 16| 193] 38| G2Z] N8| 27| 40| 26| 22| 15T V54| 133 | BodPgerars |AvQAWMIPE Falio | 195 |
B4 8 87 103 B6| 100 182 123 17| 50| 127| 136 141! 100 a7 42| Valkeline  Rglative P/E Ratio 130
55% | BO%| 42%| 4% 39% | 36%| 3% | 3e% | 2% | 25% [ 25% | 29% | 29% | 30% | 32% | 2% | YT avgAnylDvd Yiewd 1%
CAPITAL STRUCTURE as of 331111 227| 200 2352 2686 3014 | M8T | 3610 | 3988 | 4193 469 4p0| S0 Revenues [$mili) 55¢
Tolal Debt $335.8 mil. Due in 5 Yrs §10.6 mill N9| 65| 25! 21| 20| 268 205 414 420| 51| 560| 580 |NetProfit|Smil) 880 |
LY e 3332 o uarent 60 A35% | 314% | 47.0% | 405% | 426% | 378% | 38S% |432% | 41.7% | 300% | 40.0% | 40.0% |income Tax Rate o
e b @2%olCaph b ool =] -1 122% ) 85% | 69% | 32% | 5% | 20%| 25% | 25%| 25% AFUDCY%taMetProft | 25%
Laases, Uncapitalized: Annual rentals $3.0 mill 520% | 47.7% | 504% | 465% | 46.9% |462% | 459% | 44.0% | 454% | 422% | 410% | 42.0% [Long-Term Debt Ratie 420%
48.0% | 523% | 49.6% | 51.4% | 534% | 53.8% | 54.1% [557% | S4.6% | 57.8% | 57.0% | 5.0% |Commn£_ﬂﬂaﬁo 54.0%
Penslon Assets-12/12 $107.6 mill. 4423 | 4804 | 5325 | 5506 | 5694 | 577.0 | 6650 | 6774 | 7491 7870 2001 020 |Votal Capital (Smill} [T7]
ey (TGl OL - $153.2 i, 6023 | 6642 | 7132 | 7506 | 7764 | 8253 | 8564 | BS50 | 8965 | o178 | 40| i) | 1060 |
Comman Siock 19,284,804 shs, 46% ¢ 52% F S4% | 60% | 67% | 64% | 59% | To% Ti% . 83% 5% | 7.5% Rthu’nonTu!alCap‘l 7.0%
as of 5713 56% | 66% | 85% | 84% | 93% | B6% | 82% | 10.0% | 10.3% | 11.9% | 120% | 125% |Retum on Shr. Equity 125%
MARKET CAP: §1.1 billion {Mid Cap) 56% | 66% | 85% | 8.1% | 93% | BEY% B2% [11.0% | 10.3% | 119% | 120% | 125% [Retumn on Com Equily 125%
L — NMF | 10% | 28% | 27% | 39% | 1% | 32% | 58% | 53%| 66% | 60% | &0% }RmmldtuComEq 55%
CURRENTPOSITION 2011 2012 3I5M13 | 3% | 4% | 67% | 67% | 58% | 64% | 61% | 47% | 4% | 45% | 51%| 52% 'ANDiv'ds to NetProf 5%
Cash Assels 13 235 328 | BUSINESS: American States Waler Co. operales a3 a holding ers in the city of Big Bear Lake and in areas of San Bemanding
Other 1643 1605 1411 | company Through its principal subsidiary. Golden State Waler County. Soid Chapamal Cily Water of Arizona {6/31), Has 728 em-
Cumeni Assels 1658 9840 1739 | Company, it suppies water to more than 250,000 customers in 75  ployees. Officers & diractors ovn 28% of common stock (4112
S:%t‘sgayable 37:3 ‘gg 422 tommunilies in 10 counties. Service ereas include the grealsr Proxy). Chaiman: Lloyd Ross. Presideni & CEO: Robert J
Oher 0 662 438  30.8 | melropoftan areas of Los Angeles and Orange Counties. The com-  Sprowis. Inc: CA. Addr: 630 Easl Focthil Boulevard, San Dimas,
Cuirent Liab. 044 97 pany 8lso provides electric ulifily services to nearly 23,250 custom-  CA 91773, Tel: 800-354-2600. Intemat: www.aswaler.com.
Fix. Chy. Cov 401% _442% 450% | American States Water has declared a pany has been aggressively pursuing busi-
ANNUAL RATES Pasi Past Estd'10M2| two-for-one stock split. Investors ness outside of Its core water utility activ-
g W;'g-% 5;';-% ";%",1‘5 aowning the shares as of August 15th will itles for the past several years. Indeed, in
by 85% &o% &5sx% | recelve an additienal share for each one 2012, more than 25% of its income came
Eamings 65% 115% 50% | they own effective September 3rd. (Please from water and wasterwater contracts at
Emegd:‘ gg% ;gg& g% note; our figures do not reflect the proposed U.5. military bases. Currently, the compa-
200 5 TguRial T o . stock sph‘r.f ny is involved in major construction at
Cal- | QUARTERLYREVEMUES(Smil} | fFull | A recent rate case had an overall rea- Fort Bragg and Fort Bliss. And while the
endar |Mar31 Jun.30 Sep. 30 Dec.31| Year | sanable outcome. Though the allowed pipeline has slowed recently, we look for a
2010 | 884 956 1113 1037 | 3%% return on equity was low (9.43%), there long-term pickup in this business as the
2011 | 943 1098 1199 953 | 4193} were no major surprises, and we think the U.Sg. Army seeks to privatize certain
2012 (1076 1143 1335 1115 | 4864 groundwork has been laid for Golden State aspects of its operations.
2013 (1106 120 135 1144 | 480 ater {American States major subsidiary) The balance sheet should be able to
W14 | 115 135 10 10 | 50| experlence growth of 53%-6% over {l?l’e handle the step-up in capital expendi-
Cal- EARNMGS PER SHARE A Full | next three years, tures, The company raised Its projected
sndar |Mar31 Jun.30 Sep. 30 Dec.31| Year] We're raising our earnings estimate construction budget from $70 million to
200 | 45 47 B2 88 | 22| for American States Water. California $85 million annually. This should be
a7 8 8 36 | 2] regulators allowed the company to recoup managed without an{ deterloration to the
a2 | 53 19 87 53| 282| some previous costs in the March quarter. company's already solid finances.
g}i 59 ;g "?5 45 | 28| This resulted in the company posting This equity has a Timeliness rank of 2
S5 4050 | 28| chare earnings of $0.69 a share versus our (Above Average). These shares may ap-
Cal- | QUARTERLYDIMIDENDSPAID®s | fuit | $0.50 estimate. To reflect this we are in- peal to momentum and income-seeking in-
endar | Mar.31 1} Yeir| creasing our full-year earnings projection vestors (especially given the recent hefty
2005 (250 250 250 260 | 107 from $Z2.70 to $2.85 a share. Moreover, we 14% dividend increase). Longer-term in-
2010 | 260 260 260 260 | 104| are raising next year’s per-share earnings vestors will probably not be attracted to
011 | 260 20 280 280 | 110| by $0.10 to $2.95. the stock’s below.average total return
012 | 280 280 38§ 35 | 17 Nvonutility operations are a core part potential through 2016-2018.
W13 | 3 IS M5 of American States’ earnings. The com- _James A. Floo July 19, 2013
A} Primary aamings. Excludes nonrecuming | due to rounding, C) In milions, adjusted for split. Company's Financial Strength A
L ?ns!(lols'z! :a'gfg“; ‘03, 25¢; 06, Bl.r!l']?, {8) Dﬁndd:‘%isluiﬂﬂy paid in eary March, ] : f Slﬂcf'.ln;ﬂﬂ Stabliity . 80
27¢); "10, (45¢) '11, 20¢. Next eamings report | June, Seplember, and December. ® Div'd rein- Eﬂclﬁmm:ghmt gg
mings a
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I N T - - - <[ AW T4 63| 48G| 48| 527| 55| 495| 540 |CapSpending persh 55
i e -- = -- - == =, --| 86 2838 ) 2564 | 229 | 21359 | 2411 | 2510 2640 | 27.50 'BookValuapersh P J0.00
s RN T Py Py e p -1 -~ | ¥6000 | 15000 | T60.00 | 17463 | 17500 | 1/5:66 | 176,89 | 170.00 | 179.00 | Common Shs Outstg g | 15000 |
sl e e T T T T T e - WA 156 | EE| 168 167 | BokdAgires are vy AT PIE Rafip 100
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CAPITAL STRUCTURE as of 3/31/13 S| el -~ | 20830 | 22042 [ 23369 | 24407 (27107 | 26662 | 28769 | 3080 | 3300 [Revenues ($mill 3800
Total Debt $5300.8 mA. Dua in § Yrs $1034.0 mi. sel oo - 1558 |d3423 ) 1872 | 2008 | 267 | 3049 | 3750 400 430 |Net Profit (Smill} si
LTDobt $5184Smi. LT Interast $301.0mt =101 T 374% | 37.0% | 40.4% | 395% | 407% | 40.0% | 400% [Income Tax Fate 0% |
(Total interes! coverage: 44x)  (53% of Cap) - A T G i g vl ol i25% | s2% | 20% | 100% lAFuDC % toNetProit | 120%
Leases, Uncapitalized: Annual renlals $28 1 mill, . -] 561% | 509% | 53.1% | 56.9% | 568% | 55.7% | 530% | 54.0% | S4.0% |Long-Term Debt Ratio 51.5%
Pansion Assels 51157.;&2 e - = | 430% | 49.1% | 46.8% | 43.1% | 432% | 44.2% | 46.0% | 46.0% | 46.0% Common Ratio | 46.9%
' - & n == . -~ | 86928 | 92457 | 87502 | 52890 | 9561.3 | 9580.3 | 96527 10200 | Total Capital {$min) 12000
Pid Stock $18.9ml.  PtdDiv'd 5.7 mi) . -- | 87205 | 93180 | 0918 | 1o52¢ | 11059 | 11021 | 1739 12800 | Net Plaat ($milf 14000
Common Stock 177,700,586 shs s el -] NMELONMP | 37% | 38% | 44% | 48% | 55% 6.0%
as of 51213 - == -«| NMF| NMF| 46% | 52% | 65% | 7.2% ©B4% 9.5%
-- .- = NMF) NMF| 46% | 52% | 65% | 72% | B4% 9.5%
MARKET CAP: $1.4 billion [Large Cap) < [ ] R MEFE|30% | 1% | 28% | a5% | 4o% 5%
CURRENT POSITION 2011 2012 33t} b el e eel | M% | esw | SE% | S2% | 4s% 47% |A)I Div'ds to Net Prof 50%
Cash Assels 14.2 24.4 21.2 | BUSINESS: American Water Works Company, Inc. Is the largesl  accounling for 22.2% of ravenues, Has roughly 7,000 empioyess
Other 13835 4750 _470.7 | investor-owned waler and wastewaler ulilty in the 11S., providing  Depreciation rale, 2.6% in 12 BlackRock, Inc., owns 10.3% of the
Current Assats 13877 4994 2919 gervices lo over 14 milion peaple in over 30 stales and Canada. i's common slock outstanding. OHf. & dir. own less than 1% (313
Bcitls;ayabla ﬁg; %;gg 128; nonregulaled business assisla municipalies and military bases Proxy). President & CEQ; Jefiry Slerba. Chairman; George Matk-
Other - 7015 3203 3419 | With the maintenance and upkeep as wel. Requlated operafions enzie. Address: 1025 Laurel Oak Road, Voorhees, NJ 08043. Tele-
Current Ltab 74891 0048 3 | _made up 89.1% of 2012 revenues. Naw Jersay is its biggest markel phone. 856-346-8200. Intemel: www.amwaler.com.
Fix. Chy. Cov. 256% 292% 300% | Keeping expenses low is American fering would be appropriate, but the com-
ANNUAL RATES Past  Past Estd'10-12] Water Works' prime objective. The |;_any believes its shares are undervalued
:mwﬂﬂ 1o, 5:\;'3 *0'515'0""' company strives hard to keep costs In Therefore, the balance sheet could weaken
Cath Fiow" 2 %% gs% | check for more than the obvious bottom- in the years ahead as more debt Is issued
Eamings -- -- 10.0% | line reasons. Restralning shert-term ex- to help cover these costs.
g“""f\?ﬂz =N 3»?* penditures helps to ensure good relations Earnlngs and dividend growth pros-
S -q it s <% | with the over 30 different state regulatory pects are bright. With its good regu-
commissions that American Water must latory relatlons, lean cost structure, and a
c:" “Ql;ﬂmfal}lE\;ENUElS“NgM}“ Full | contend with when applylng for higher much greater contribution from nonregu-
eodar (Fas 0 Jun 2909 3 Dec 31| Year| riies. The company's expense ratio fell lated businesses, we think that American
"1'1' 2881 6712 7868 6645 271071 | 39 Jast year, and It expects to shave an- Water has laid the framework for annual
ggi! g%g; gggg ;g?g gggg %g?g other 1% off the rate by 2015. We earning growth of about 10% through
13 | 6361 800 o0  7419| 3080 | Pighlight this fact because a utility’s rela- 2016-2018, which should enable dividend
w4 | 700 850 @75 775 | mae0 | tionship with lts regulators cannot be over growth In the 7%-8% range. (In May,
EARNINGS PER SHARE » emphasized, And excellent operating mar- American Water ralsed its quarterly pay-
o |mar3t Jun 30 Sen 30 Dec. 31| So¥ | gIns make It harder for regulatars to hand out from $0.25 to $0.28, a healthy 2% in-
ancae VaraT JurL o2 Sep. aar | ﬁown harsh decisions. crease.)
g}? 2'; 445 ;;]1 gg };23 Long-term infrastructure spending All told, these shares are worth a sec-
w2 | @ 8 8 w0 24 will probably be sizable. American ond look by Income-oriented inves-
M3 | 32 63 90 49 | 225| Water's basic systems are old and in need tors. The combination of a dividend yleld
W4 | 35 65 100 49 | 240| of repair and modernization. Capital ex- about 60 basis points higher that the
CUARTERLY DIVIDENDS PAID 5 l:enditures should average a hefty $1 bil- Value Line universe’s median and the
.ﬁ:’a‘r 1 hm30 Y ;e“a"r fon aver the next three- to five-year period prospects of above-average dividend
as the company upgrades its water assets. growth could make this stock worthwhile
9| 20 AN 20 2| 8| [nternally generated cash won't cover the [or investors seeking current Income and
223}? .'%21 ﬁ gg 'gg g? entlre budget, so American Water will whose secondary concern is long-term cap-
22 | o3 n 3 'es | most likely have to take on more debt in ltal appreciatlon.
9= g | the coming years. We think an equity of- James A. Flood July 19, 2013
A) Dituted gamings. Excludes nonrecuring Quarler&ve‘damings may not sum dug 1o round- | 2012: $1.207 billion, $6.82Ishare. (E) Pro Comranx':'ﬁnanchlsmngﬂl B+
losses: ‘08, §4.62: 09, $263; 11, $0.07. Dis- | ing.(B) Dividends paid in March, June, Septem- | forma numbars for '06 & 07. Stock's Price Stability 85
continuad Price Growth Parsistance &5

operations: 06, (4¢); 11, 3¢; '12, { ber. and December, = Div, reinvestment avail-

(10¢). Nexl eamings reporl due iate July. | able{C) In misions {D} Inciudes intangibles. n
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94%
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59% | 5™ | S6% | 63% sml % | 2% | 65% |

60% | 6% ) 8§24 | 58% AllDiv'ds toNetProf 65%

BUSINESS: Aqua America, Inc. is the holding company lor waler
ard wasiewater ulililies thal serve approximalaly three milkon resk
dents in Pennsylvania, Chio, North Carofina, Winois, Texas, New
Jersay, Florida, Indiana, and five other slales. Divested three of
four non-water businesses in '91; lelemarkeling group in '93; and
others. Acquired AquaSource, 7/03; Consumers Waler, 4/99; and

others, Waler supply revenues '32: residenlial, 60.5%; commercial,
16.1%, industrial & other, 23.4%. Officers and direclors own 1.4%
of the commen stock (4/13 Proxy). Chairman & Chiel Execulive Of-
ficer: Nicholas DeBenedictis. Incorporaled: Pennsylvania. Address.
762 Wast Lancaster Avenue, Bryn Mawr, Pennsylvania 19010, Tel-
ephone: 610-525-1400. intemet: www.aquaamerica.com.

398%

Aqua America has announced a pro-

ANNUAL RATES Past
olchange fpersh) 0¥,
Revenues a0
“Cash Flow” 8.5%
Eamings 6.5%
7.5%
9.0%

Past Estd
5Y¥rs.

"10-12

posed five-for-four stock split. The
company will have a stock distribution in
which holders of the stock on August 16th
will recetve thelr additlonal shares on Sep-
tember 1st. (Please note that our figures do
not reflect the split,) Meanwhile,

Dividends
QUARTERLY REVENUES |$ mill|

Book Value
Cal-
Mar31 Jund0 Sepd0 Decd

andar

Aqua should continue to wheel and
deal in the years ahead. The company Is

1605 1185 2078 1793
1636 1783 1973 1727
1640 1917 26 1875
1800 210 215 135
190 220 25 20

pursuing a growth-by-acquisition strategy
as It buys uﬁ water companles around the
country. With its managerial expertise and
financlal wherewithal, Aqua can stream-
line, better manage, and use economlies of

EARNINGS PER SHARE &
Mar.3t Jund) Sep.d0 Dec

scale to squeeze more profits out of these
small utilities. Year to date, Aqua has al-

6 2 xR 2
2 7 N 35
8 30 B 25
28 36

&8
W0 40 50 35

ready purchased seven water utilities
with a goal of buying 13 more in 2013,
compared to the 18 acquired inm 2012.
Moreover, the company continues to sell
nonstrategic assets. {In the first quarter, it

| QUARTERLY DIVIDENDS PAID B o
Mar3 Jund0 Sep.30 Decdi

sold 63% of its Filorida operations and all
of its Maine assets far a $0.04-a-share gain

1 RN R kN 1]
M5 15 45 155
A85 455 155 165
65 165 185 175
76 A6 N0

that we have excluded from our numbers.)
The profit outlook for Aqua is favor-
able. For starters, the company will
benefit from a complex “repalr tax ac-
counting change” that was made in late

2012. This could add $0.15-50.20 to 2013's
bottom line. Moreover, Aqua is making im-
pressive progress on the cost side {due in
gart te the integration of its acqulsitions).
perating and maintainence expenses as a
percentage of revenues fell to 38% in the
first quarter, versus 39.5% the similar
year-ago period. All told, we are raising
our fu Wear share-net forecast by 10¢, to
$1.45. We are htking next year's figure by
a simllar amount, to $1.53.
Fracking is good for Aqua. The utility
entered inte a _{nlnt venture to build the
recently completed Marcellus Water
Pipeline, By early this year, the pipeline
had already eliminated the need for 15,000
water truck trips on rural Pennsylvania
roads. Natural gas prices have been rising,
so more drilling may take place in the
near future. In any case, we look for this
venture to start adding $0.05-$0.10 a
share to annual earnings.
Aqua unexpectedly hiked its dividend
a?lefty 9%. And, since we think a growth
rate similar to this is sustainable through
2016-2018, Investors seeking current in-
come may be attracted to the stock.
James A. Flood July 19, 2013
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WATER UTILITY INDUSTRY
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The Water Utility Industry came under signifi-
cant pressure in 2003. The majority of the compa-
nies covered in the next few pages experienced
earnings declines last year, as unfavorable
weather conditions resulted in weak demand for
water throughout the United States.

Infrastructure costs are expected to continue to
rise, As a result, further consolidation appears to
be inevitable. Water utility stocks are ranked to
lag the market over the next 12 months. However,
conservative investors may find the risk-adjusted,
total-return potential of these issues attractive,

Dampened Resulis

Most of the Water companies in our Survey were
hampered by unfavorable weather conditions in 2003
American States Water Co. and California Water Service
Group both most Likely suffered year-over-year earmnings
declines because of the cool, wet-weather conditions.
Agua Americe, formerly Philadelphia Suburben Corp.,
howeves, was probably able to eke out a modest gain last
year, despite the sluggish demand (Investors should
note that full-year results for each of the companies
covered in this industry were not available as of the date
of this issue’s publication.) Although weather conditions
are nearly impossible to predict, we expect more normal
weather to help the Water Utility Industry rebound in
2004.

Increasingly Strict Regulations

In order to stay in compliance with the plethora of
state and lecal regulations put in place to ensure the
health levels of drinking water, the Water Utility Indus-
try continues to face stricter purification standards.
Amended ir, 1996, the Safe Drinking Water Act (SDWA}
of 1974 authorizes the Environmental Protection Agency
(EPA) to work with state and local governments to
periodically test for impurities in drinking water end to
regulate the levels of contaminants that are acceptable
per a specified amount of water. These standards take
into account the health effects of chemicals, measure-
ment capabilities, and technical feasibility. One of the
most significant contaminants that the industry screens
for is arsenic, 2 naturglly oceurring substance. These
laws and regulations are likely to continue to grow more
stringent as the threat of bioterrorism against our water
pipelines has already prompted officials to tighten regu-

I INDUSTRY TIMELINESS: 80 (of 87)

lation requirements.

Rising Infrastructure Costs

Water companies are also feeling the pressure to
maintain and even to upgrade aging facilities. Indeed,
many water/wastewater systems that are presently in
use were built over 100 years ago and are outdated. The
costs associated with replacing these systems continue
to grow and, according to the EPA, are expected to
venture into the hundreds of billions of dollars over the
next 20 years, Given the astronomical expenses, it
appears that long-term reliel’ from the federal govern-
ment is needed. Nevertheless, for now, state and local
funding woes will probably leave the water companies to
cover most of the expenses.

Rapid Consolidation

The rising costs associated with water purification
and facility upgrades are straining many of the smaller
companies in the water industry that do not have
sufficient cash flow and liquidity o foot the hill for the
costly improvements. Therefore, the industry has seen
rmassive consolidation in recent years, as the smaller
operations have been forced to sell to larger suitors with
stgnificantly greater capital resources. The larger utili-
ties are benefting from economies of scale, as well as
enhanced geographic diversity. In turn, the companies
are becoming less susceptible to state or region-specific
problems andfor state requirements. Aqua America,
which has been acquisition-friendly over the past few
years, is on the cusp of buying Heater Utilities, which
would likely increase its customer base fivefold in Worth
Carolina.

Investment Advice

Growth-minded investors ought to look elsewhere.
The water company stocks in this review are not timely
and offer little capital-gains appeal out to 2006-2008.
However, attractive dividend yields may appeal to
income-minded individuals. As always is the case,
though, potential investors are advised to carefully re-
view individual reports before making any new cormmit-

ments to these issues
Andre J. Costanza
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Press Release

Release Date: July 31, 2013

For immediate release

Information received since the Federa! Open Market Committee met in June suggests that economic
activity expanded at a modest pace during the first half of the year. Labor market conditions have
shown further improvement in recent months, on balance, but the unemployment rate remains
elevated. Household spending and business fixed investment advanced, and the housing sector has
been strengthening, but mortgage rates have risen somewhat and fiscal policy is restraining
economic growth. Partly reflecting transitory influences, inflation has been running below the
Committee's longer-run objective, but longer-term inflation expectations have remained stable.

Consistent with its statutory mandate, the Committee seeks to foster maximum employment and
price stability. The Committee expects that, with appropriate policy accommodation, economic
growth will pick up from its recent pace and the unemployment rate will gradually decline toward
levels the Commitiee judges consistent with its dual mandate. The Committee sees the downside
risks to the outlook for the economy and the labor market as having diminished since the fall. The
Committee recognizes that inflation persistently below its 2 percent objective could pose risks to
economic performance, but it anticipates that inflation will move back toward its objective over the
medium term.

To support a stronger economic recovery and to help ensure that inflation, over time, is at the rate
most consistent with its dual mandate, the Committee decided to continue purchasing additional
agency mortgage-backed securities at a pace of $40 billion per month and longer-term Treasury
securities at a pace of $45 billion per month. The Committee is maintaining its existing policy of
reinvesting principal payments from its holdings of agency debt and agency mortgage-backed
securities in agency mortgage-backed securities and of rolling over maturing Treasury securities at
auction. Taken together, these actions should maintain downward pressure on longer-term interest
rates, support mortgage markets, and help to make broader financial conditions more
accommodative.

The Committee will closely monitor incoming information on economic and financial developments
in coming months. The Committee will continue its purchases of Treasury and agency mortgage-
backed securities, and employ its other policy tools as appropriate, until the outlook for the labor
market has improved substantially in a context of price stability. The Committee is prepared to
increase or reduce the pace of its purchases to maintain appropriate policy accomimodation as the
outlook for the labor market or inflation changes. In determining the size, pace, and composition of
its asset purchases, the Committee will continue to take appropriate account of the likely efficacy
and costs of such purchases as well as the extent of progress toward its economic objectives.

To support continued progress toward maximum employment and price stability, the Committee
today reaffirmed its view that a highly accommodative stance of monetary policy will remain
appropriate for a considerable time after the asset purchase program ends and the economic recovery

http://federalreserve.gov/newsevents/press/monetary/20130731a.htm
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strengthens. In particular, the Committee decided to keep the target range for the federal fun (e";'-ratf;(zJ F2

at 0 to 1/4 percent and currently anticipates that this exceptionally low range for the federal funds
rate will be appropriate at least as long as the unemployment rate remains above 6-1/2 percent,
inflation between one and two years ahead is projected to be no more than a half percentage point
above the Committee's 2 percent longer-run goal, and longer-term inflation expectations continue to
be well anchored. In determining how long to maintain a highly accommodative stance of monetary
policy, the Committee will also consider other information, including additional measures of labor
market conditions, indicators of inflation pressures and inflation expectations, and readings on
financial developments. When the Committee decides to begin to remove policy accommodation, it
will take a balanced approach consistent with its longer-run goals of maximum employment and
inflation of 2 percent.

Voting for the FOMC monetary policy action were: Ben S. Bernanke, Chairman; William C.
Dudley, Vice Chairman; James Bullard; Elizabeth A. Duke; Charles L. Evans; Jerome H. Powell;
Sarah Bloom Raskin; Eric S. Rosengren; Jeremy C. Stein; Daniel K. Tarullo; and Janet L. Yellen.
Voting against the action was Esther L. George, who was concerned that the continued high level of
monetary accommodation increased the risks of future economic and financial imbalances and, over
time, could cause an increase in long-term inflation expectations.

http://federalreserve.gov/newsevents/press/monetary/20130731 a.htm
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